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A Financial Notebook 





In the Red 


PROVISIONAL estimates published at 
the end of last month confirmed that 
Britain’s balance of current pay- 
ments was in deficit in the second 
quarter of the year. The balance of 
visible trade showed a deficit of £39 
millions compared with surpluses of 
£12 millions in the first quarter 
and £16 millions in the second 
quarter of 1959. ‘This was, perhaps, 
a slightly smaller deterioration than 
had been suggested by the monthly 
trade figures. The fall in the surplus 
on invisible items—to {£30 millions 
compared with £32 millions in the 
first quarter and £80 millions in 
the second quarter of 1959—was, 
however, sharper than had been 
generally expected. Net Govern- 
ment expenditure overseas was some 
{£8 millions higher, at £66 millions, 
than a year earlier, while net private 
income from “‘ invisibles ” was £42 
millions lower, at £96 millions. 

In consequence, the balance of 
identified current payments slipped 
to a deficit of £9 millions from a 
(revised) surplus of £44 millions in 
the first quarter and a surplus of 
£96 millions in the second quarter 
of last year. The net outflow of 
long-term capital during the three 
months is put at £91 millions, indi- 
cating a shortfall of exactly £100 
millions on current and long-term 
capital transactions taken together. 
As a crumb of comfort, the deteri- 
oration in the balance between 
Britain’s short-term assets and 
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liabilities (which mirrors this shortfall 
and can be measured more accu- 
rately than many of the items in the 
balance of payments itself) was £35 
millions less than this, at £65 mil- 
lions—suggesting that the deficit in 
the current account and/or the net 
outflow of long-term capital may 
have been overestimated. It is a 
very meagre crumb, however. 


Sterling Rise Checked 


The uncertainties that usually sur- 
round the annual gatherings of world 
finance ministers at the International 
Monetary Fund combined with a 
number of other pressures at the 
end of last month to unsettle ster- 
ling. In the final week the rate on 
New York, which had earlier climbed 
to $2.814, dipped to $2.80%, but 
later rallied to 2.814. 

The true intake of gold by the 
exchange authorities in August was 
revealed at the beginning of last 
month to have totalled $146 millions, 
only $14 millions short of the July 
intake. Prudently, it was decided to 
pay $70 millions to the IMF, thus 
discharging the monthly instalments 
on the “ Suez”’ credit for the rest 
of this year. The actual rise in the 
reserves was thus $76 millions—to 
$3,072 millions. 

The trade figures, though show- 
ing a very welcome improvement on 
those for July, still left little doubt 
that the strength of sterling and the 
buoyancy of the reserves owed noth- 
ing to  Britain’s own _ trading 








performance. Exports (seasonally ad- 
justed) rose by £25 millions to {£297 
millions in the month and re-exports 
by £2 millions to {£14 millions, while 
imports fell by £3 millions to £385 
millions. The trade gap thus nar- 
rowed from {£104 millions in July to 
£74 millions in August. 


London Balances Rise 


The inflow of funds in the second 
quarter of the year was reflected 
vividly in the rise of £123 millions 
in the total sterling holdings of over- 
seas countries (almost double the 
true increase in the gold reserves 
during the period). This was by far 
the biggest quarterly increase re- 
corded in recent years and carried 
the total of such balances to £3,614 
millions, its highest since mid-1955. 
As expected, the bulk of the increase 
—in fact all but £5 millions of it— 
was accounted for by non-sterling 
countries, whose balances rose from 
£822 millions to £940 millions in 
the three months, the biggest rise on 
record, carrying them to their highest 
since the end of 1951. Dollar area 
countries increased their holdings by 
£33 millions (to £91 millions), other 
western hemisphere countries by £16 
millions (to £41 millions), and West 
European countries by no less than 
£81 millions (to £489 millions). 

Within the sterling area, a reduc- 
tion of £21 millions in the balances 
of colonies was slightly more than 
offset by a rise of {£26 millions in the 
balances of independent countries. 


Commonwealth and Europe 


The meeting of Commonwealth 
finance ministers held in London 
last month revealed widespread con- 
cern lest any agreement between 
Britain and the Common Market 
should undermine the privileges en- 
joyed by Commonwealth products 
in the British market. This anxiety 
appeared to be felt most strongly by 


New Zealand. While due lip-service 
was paid to the concept of political 
and economic unity in Western 
Europe, the final communiqué 
stressed that “in any negotiations 
that take place the essential interests 
of Commonwealth countries should 
be safeguarded ’’. This must leave 
Britain with less room to manoeuvre 
in any discussions with the Six. 
The other main topic of discussion 
by the ministers was aid for develop- 
ment. A Special Commonwealth 
African Assistance Plan was approved 
under which it is hoped that in- 
creased technical assistance would be 
made available to the developing 
Commonwealth territories of Africa. 


Peak Price for Gold 
The London gold market has 


recently enjoyed a boom both in 
volume of business transacted and 
in the movement of prices. Keen 
demand for gold last month drove 
the price to a peak of $35.26 per 
ounce, easily the highest since the 
market was reopened in 1954. This 
was well above the price of $35.08? 
at which gold can be secured for 
monetary purposes by central banks 
from the US Treasury and also sig- 
nificantly exceeded the gold export 
point from the United States, which 
has been calculated at $35.22. 

The main demand for gold in 
London has come from European 
central banks, which have been con- 
verting into gold some of the dollars 
that have been accruing to them 
this year. They have been prepared 


_ to pay a premium for the privilege 


of securing the gold in London be- 
cause of their preference for having 
the gold physically on this side of 
the Atlantic so that if they wish to 
resell they will secure a better price 
than they would in New York, 
where they would have to sell to 
the American Treasury through the 
Federal Reserve Bank at $34.91}. 
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The demand for gold in London 
has also been fed by renewed hoard- 
ing in the Middle East, particularly 
since the assassinations in Jordan. 
In addition some of the refugee 
capital set in motion by political 
disturbances in the Congo, Cuba 
and elsewhere, which might nor- 
mally have taken shelter in Germany 
or Switzerland, has been diverted to 
London and has for the time being 
been invested in gold bars. 


Export Forms Reduced 


As a minor contribution towards 
removing some of the irritations that 
all too often discourage small ex- 
porters the Treasury announced last 
month that henceforth exchange 
control declarations (on Form CD 3) 
would no longer be required where 
the value of the exports did not 
exceed {2,000 f.o.b. Previously, a 
declaration had been required for 
any consignment over £500. 

This should reduce the number 
of forms to be completed and 
examined by about 400,000 a year 
—which represents two-thirds of 
the present number of exchange 
control forms for exports to desti- 
nations outside the sterling area. 


The Squeeze Apparent 

The latest quarterly analysis of 
advances by the members of the 
British Bankers’ Association, cover- 
ing the three months to mid-August, 
shows that although a new peak of 
£3,516 millions was reached, the 
pace of expansion was very much 
slower than in preceding quarters. 
In total, as the regular table on 
page 698 records, advances rose by 
£59 millions (1.7 per cent), compared 
with {£214 millions (6.6 per cent) in 
the previous quarter and £180 mil- 
lions (10.5 per cent) in the corre- 
sponding months of last year; indeed, 
the increase was slightly smaller than 
that recorded for the same months 
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of 1958 (£60 millions) before the 
ending of the credit squeeze showed 
its effects. Moreover, while advances 
by the clearing banks increased by 
£65.6 millions, those by other banks 
declined by {6.7 millions. 

The pressure of the renewed 
squeeze was reflected in the fact 
that, in general, loans to heavy in- 
dustry continued to rise strongly, 
while loans to finance the consumer 
rose less slowly, or actually declined. 
Advances to the retail trade and to 
hire-purchase companies fell for the 
first time since mid-1958—by {11.3 
millions (3.1 per cent) and £5 mil- 
lions (3.5 per cent) respectively. 
Loans to “personal and profes- 
sional’ borrowers, however, con- 
tinued to rise—by {£11 millions to 
£691 millions—but here the increase 
was considerably less than in the 
previous quarter, £52 millions, or 
the corresponding months of last 
year—f56 millions. 


Markets: Issues Galore 


All things considered stock mar- 
kets stood up well to the pressures 
put upon them last month. In the 
first week of the month the Financial 
Times equity index just failed—by 
2.7 points—to regain the peak of 
342.9 it had established last January. 
After making a cautious withdrawal 
it settled around 328, a level that 
appeared able to withstand the 
shock of the fall on Wall Street 
(discussed in our opening article), 
the eruptions of Mr Khrushchev and 
the general gloom spreading from 
the motor industry. Gilt-edged also 
remained firm—the steadiness of 
their prices in the first part of the 
month almost certainly did less 
than justice to the volume of demand, 
some of it overseas, since the 
authorities took the opportunity to 
make further “funding” sales (in 
the third week of the month the 
Government broker, by raising his 





price twice on a single day, signalled 
that the tap of 54 per cent Treasury 
bonds 1962 was running dry). 

In recent weeks both equities and 
gilt-edged have had to contend with 
a large increase in the volume of 
new issues—a probable (and desir- 
able) consequence of the credit 
squeeze. Bowaters, British Oxygen, 
and Plessey have announced rights 
issues of equities totalling some £36 
millions, while English Electric, Gold 
Fields Mining and Industrial, Agri- 
cultural Mortgage Corporation and 
Surrey County Council have called 
on the fixed interest market for some 
£30 millions. And, by-passing the 
market, Mr Charles Clore borrowed 
£13 millions from the Prudential 
Assurance to finance property de- 
velopmertt and arranged to borrow 
an unspecified sum in New York 
to finance his recent purchase of a 
skyscraper in Wall Street. 


Balfour, Williamson Merger 


It was announced late last month 
that negotiations had taken place for 
a merger of. Balfour, Williamson— 
the 109 years’ old City firm of mer- 
chants and merchant bankers—with 
the Bank of London and South 
America. The merger will be effected 
by an exchange of shares. Balfour, 
Williamson was founded, in 1851, 
by three young Scotsmen to engage 
in trade between Britain and the 
west coast of South America. It is 
hoped that the alliance of the two 
banks will lead to the establishment 
of a comprehensive banking and 
merchant service throughout the 
west coast of the Americas. 


Bank Deposits Stable 


The salient features of the mid- 
August make-up of the eleven clear- 
ing banks were noted in our last 
issue; the aggregate figures are sum- 
marized in the accompanying table. 
The combined effect of the falls in 
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advances (by £47 millions) and in 
investments (by £23 millions), after 
paying another £37 millions into 
special deposits at the Bank of Eng- 
land (thus completing the second 
call), was to reduce net deposits by 
£23 millions. This was appreciably 
more than the normal seasonal move- 
ment; the seasonally-adjusted index 
compiled by Lloyds Bank fell from 


120.8 to 120.3 (1948=100). Thus 
Aug 17, Change on 
1960 Month Year 
{mn {mn fmn 
Deposits .. 7221.4 - 26.4 +297.5 
AT? 6876.4* —23.2 +239.3 
Net" Dep { 6760-24 ~19.2 +309.2 
Liquid ol 

Assets 2265.9 (31.4) + 7.1 - 13.9 
Cash 585.0 (8.1) -11.7 + 17.7 
Call money 546.6 (7.6) -12.2 +107.2 
Treas bills.. 1001.0 (13.9) +35.6 -149.5 
Other bills.. 133.3 (1.9) - 4.5 + 10.7 
Special Dep 142.6 (2.0) +37.3 +142.6 
‘** Risk ” 

Assets 4608.8 (63.8) - 70.6 +109.7 
Investments 1317.2 (18.2) -—23.2 -—484.5 
Advances§.. 3291.6 (45.6) -47.4 + 594.2 

State Bds 68.9 - 52 - O8 
3222.7 —-42.2 +3595.0 
All other { 3126.51 ~35.7 +580.4 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

t Ratio of assets to gross deposits. 

§ Official total minus Lloyds Bank transit 
item. 

|| Excluding transit items. 


in the first eight months of this year 
the total of deposits as measured by 
this index has shown a small net 
decline—from 120.5 in mid-January 
to 120.3 in mid-August. 

Among individual banks, as our 
regular tables on page 697 show, the 
biggest fall in advances during the 
month was reported by Barclays 
(£21 millions); Midland was the 
only one of the Big Seven to increase 
its advances (by £1.5 millions). The 
average liquidity ratio—31.4 per cent 
compared with 32.9 a year earlier— 
masked some significant differences 
between banks. Midland reported a 
ratio almost down to the conven- 
tional minimum of 30 per cent and 
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Lloyds a ratio only 0.5 per cent 
above that minimum. National Pro- 
vincial showed the highest ratio— 
32.5—closely followed by Martins— 
32.3 per cent. Westminster and Dis- 
trict showed ratios of 31.9 and 31.7 
respectively and Barclays 31.3. 


Electronics: Code Decision 
by Year-end ? 

The emergence of new type-founts 
—developed in Britain by EMI 
Electronics, and in France by Ma- 
chines Bull—as alternatives to the 
E-13B of the American Bankers’ 
Association, has enforced on the 
Electronics Sub-Committee of the 
clearing banks, almost at the eleventh 
hour, the responsibility of deciding 
to which of the three Graces they 
shall award their Apple. In the cir- 
cumstances they seem wise to have 
entrusted to the National Physical 
Laboratory a comparative evaluation 
covering at least the technical as- 
pects. There is more than this to 
take into account, but meanwhile 
final decision has been held up pend- 
ing receipt of the NPL’s report, 
which must be taken into the reckon- 
ing along with the other factors. 
The report was due to be submitted 
at the end of September; the Com- 


mittee is determined to lose no time 
in coming to grips with the delicate 
issues involved in striking the balance 
of advantage. It is hoped, but with- 
out prejudice, that a decision will 
have been reached by the end of 
the year. 

Meanwhile, there have been plenty 
of other subjects to occupy the 
attention of the Committee. Con- 
sideration of the composition, lay- 
out, and precise placing of the mag- 
netic code-line is nearly completed. 
Here the British banks have been 
faced with no mean task in the 
requirement to fit five groups of 
information into a single line within 
the length of a six-inch cheque. 
This was tentatively achieved in the 
early part of the year, and in April 
the proposed distribution of the 
code-line for various sizes of cheques 
was notified to all interested parties 
on the manufacturing and printing 
sides, compatibility with all the con- 
nected types of equipment having 
previously been ensured. Manufac- 
turers and printers have returned 
their comments, disclosing no major 
difficulty. ‘The composition and lay- 
out of the code-line are now, accord- 
ingly, settled; but the permissible 
degree of tolerance in the vertical 
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placing of the code-line is still under 
investigation, and must be agreed 
before any formal announcement 
covering in detail every aspect of the 
code-line can be made. 

For the purpose of automatic 
sorting the physical qualities of 
British cheque-paper have assumed 
a new importance. In Europe only 
Machines Bull have so far developed 
a viable sorter; American manufac- 
turers, on the other hand, can offer 
no less than three or four different 
models. Machines Bull would, it is 
claimed, have no difficulty in hand- 
ling British cheque-paper; but if the 
British banks wish to take advantage 
of American ingenuity and develop- 
ment in this field some modification 
of their paper is likely to be neces- 
sary. This is because American 
cheque-paper has stiffer qualities 
than ours, and up to the present no 
American manufacturer has guaran- 
teed to sort our cheques to a satis- 
factory standard of accuracy. A 
good deal of research has, therefore, 
already been put into this novel 
field. Investigations continue, and 
this subject is likely to become a 
first charge on the attention of the 
Electronics Committee. 


Sizing up Commonwealth 
Preference 


The latest contribution to emerge 
from the study of Britain and the 
European market that Political and 
Economic Planning has embarked on, 
with the help of the Ford Founda- 
tion, is a much-needed assessment 
of the scope of Commonwealth 
Preference in the United Kingdom.* 
In default of any official estimates, 
PEP has carried forward the path- 
breaking analysis of Sir Donald 
MacDougall and Mrs R. Hutt, 
which compared the two years 1937 





* Published for PEP by George Allen & 
Unwin; price 7s 6d. 
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and 1948, to the year 1957. ‘The 
average margin of preference on all 
goods imported into Britain from 
the Commonwealth in that year is 
shown at between 4 and 5 per cent, 
compared with 6-7 per cent in 1948 
and 10-12 per cent in 1937. Just 
under half of all imports from the 
Commonwealth received preference. 
The average margin of preference 
on foodstuffs (excluding sugar under 
the Commonwealth Sugar Agree- 
ment) was 6 per cent, on raw 
materials 2 per cent and on manu- 
factured goods 12 per cent. The 
highest margins of preference were 
enjoyed by Hong Kong (about 17 per 
cent) and the Channel Islands (about 
20 per cent), the smallest margins 
by the Malay Peninsula (1 per cent), 
Canada and Pakistan (3 per cent) 
and Australia, New Zealand and the 
Irish Republic (4 per cent). 

The decline in the value of pre- 
ferences between 1948 and 1957 is 
attributed largely to the introduction 
of guaranteed prices for Common- 
wealth sugar under the 1951 Com- 
monwealth Sugar Agreement. Some 
part was also played, however, by a 
slight overall reduction in tariff 
rates and by a rise in prices, which 
further reduced the incidence of 
specific duties. Moreover, there was 
probably some shift in the pattern 
of trade away from goods enjoying 
high margins of preference towards 
goods enjoying lower margins. 


Credit Clearing Widened 


It was announced last month that 
the second stage of the general 
credit clearing—embracing cash and 
cheques paid over the counter by 
customers for transmission to their 
own or their principal’s account at 
another bank—would come _ into 
operation on October 24. The first 
stage, which began on April 20, 
embraced payments by traders’ credit 
and payments under standing order. 
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Wall Street Takes 
the Plunge 


HEN the Dow Jones average, with a plunge of 154 points 

to 587 on September 19, broke through the barrier of 599 

that had successfully withstood three previous bear assaults 

this year Wall Street signalled in unmistakable fashion that 

it had finally decided that the balance of forces in the American economy 
pointed towards recession. Admittedly, the apprehension registered thus 
dramatically was not concerned solely with the softness of the economy. 
Significantly, perhaps, the decisive plunge occurred on the day that Mr 
Khrushchev arrived in New York for what promised to be a very stormy 
session of the United Nations. And to the uncertainties of international 
politics were added the uncertainties of domestic politics as one of the 
most keenly fought Presidential campaigns entered its fina] stage. None 
the less, economic doubts, rather than political ones, almost certainly played 
the dominant part in breaking down the market’s resistance in the middle 
of last month. By the fourth week of September the Dow Jones average 
had dropped to 575, a fall of no less than 66 points since the third week 
of August and of 110 from the all-time peak of 685 established on January 5. 
The reasoning behind Wall Street’s bearishness is not difficult to discern. 
The American economy has been drifting sideways—admittedly at a peak 
of prosperity—for six months. The forces of growth and the forces of 
recession have been locked in an uneasy balance that has kept the industrial 
production index within the surprisingly small range of 109-110 since 
February. Such sideways movements are not unusual; but in the past 
they have more often been the prelude to recession than to a fresh upsurge 
in production. In the spring, once the first disappointment at the ’sixties 
less-than-golden start had worn off, it seemed reasonable to look for a new 
advance in the autumn, by which time the adjustment of inventories, then 
holding back production, should have run its course. Certainly, by the 
rhythm of American business since the war a downturn was not due until 
well into 1961. Moreover, the pace of recovery from the preceding recession 
had been much faster than in 1954-55 (between the second quarter of 
1958 and the first quarter of 1960 industrial production rose by some 24 per 
cent compared with a gain of 16 per cent in the corresponding period of 
1954-56), which suggested that some pause in the expansion might be 
expected. Thus until recently it was possible for Wall Street to hope that 
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the public’s propensity to consume and the businessman’s propensity to 
invest in new plant, which together had kept the national product edging 
upwards in the second quarter, would prove strong enough to carry the 
economy on to new heights in the closing months of the year. The past 
two months, however, have thrown considerable doubt on the realism 
of these hopes. 

Consumer spending, for the moment at least, seems to have lost its 
buoyancy. ‘The markedly slower rise in personal incomes in recent months 
and the apparent unwillingness to extend instalment debt commitments 
further have combined to make consumers more hesitant. Their hesitancy 
is vividly reflected in the heavy stocks of unsold household appliances, and 
in the 800,000 1960 models still left in automobile dealers’ showrooms at 
the end of August. The size of these stocks—and of the unused industrial 
capacity that lies behind them—has led to widespread trimming of prices 
by dealers (most usually through the offering of “‘ discounts’). While 
such trimming has given much joy in Washington (long aware that only a 
fall in the prices of manufactured goods could offset the persistent rise in 
the price of services and give the cost-of-living index “ stability ’’), in the 
short run it may have caused some consumers to defer their purchases a 
little longer. Looking to the future, the strength of consumer demand in 
the months ahead, in so far as it is an independent variable, is likely to be 
determined largely by the rate of home-building (to which is closely linked 
the demand for household appliances) and by the “ appeal ”’ of the new auto- 
mobiles now coming off the assembly lines. Unpromisingly, housing 
starts have fallen sharply this year: in the three months May-July, indeed, 
the number was almost 20 per cent less than in the same months of 1959. 
Preliminary figures suggested some improvement in August—the first sign 
that the easing of credit may now be making itself felt in this vital sector. 
Automobile sales in August and September also showed a small improve- 
ment—which encouraged some spokesmen for the industry to forecast a 
seven million car year in 1961. Significantly, the popularity of the com- 
pact car shows no sign of diminishing: more than a third of the coming 
year’s output might be compacts, compared with about a quarter of the 
six million output of 1960 models. Detroit’s turn to smaller cars has 
proved scarcely less disconcerting to American steel mills than it has to 
European car manufacturers. Whatever the precise number sold in the months 
ahead, automobiles seem likely to absorb a smaller proportion than normal 
of consumers’ purchasing power. At the moment it is far from clear 
where the purchasing power thus released will make its impact. 

Moreover, there is as yet little evidence that the rapid reduction in the 
rate of stock-building, which has been the chief depressive influence this 
year, is coming to a halt. In some lines, admittedly, it seems doubtful if 
stocks can be run down much further: it has been estimated, for instance, 
that in the second quarter of the year deliveries of steel to fabricators fell 
short of consumption by one million tons. In general, however, the pressure 
to scrutinize inventories more critically—a pressure stemming partly from 
confidence in prices and prompt delivery and partly from the introduction 
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of new techniques of stock control—shows little sign of diminishing, and, of 
course, might be increased if the fear of recession were to spread. 

This sharp decline in stock-building and the recent hesitancy of con- 
sumers have helped to create an exceptionally wide margin of unused 
capacity in industry. Overall, it has been estimated that manufacturing 
industry is operating some 15 per cent below its preferred rate of output. 
The inflow of new orders in recent months, which has been disappointingly 
sluggish, suggests that the margin of unused capacity may widen further 
in the months ahead. ‘The existence of this idle capacity has led to price 
cutting in some industries, which has further squeezed profit margins. 
In the first half of this year manufacturess’ sales were 3 per cent higher 
(at $174,000 millions) than in the first half of 1959, but profits were 7 per 
cent lower (at $8,100 millions). The evidence available suggests that the 
pressure on profit margins increased as the year went on. Thus throughout 
the summer the crucial question has been: will this discouraging background 
lead businessmen to reconsider their investment plans? ‘The answer sug 
gested by some recent surveys is that it will. 

It would, of course, be unwise to link the incentives to invest in new 
plant too closely with the margin of present capacity unused. In recent 
years the most potent incentive—accounting, perhaps, for two out of every 
three dollars spent on new plant and equipment—has been the promise of 
reduced production costs held out by the advance of technology, an 
incentive that has been continually sharpened by the upward pressure on 
wages. ‘This incentive seems likely to remain strong in the years ahead. 
Even so, the rate of spending on new plant and equipment now seems to 
have reached its peak and there are some indications that it may decline 
in the new year. Official estimates of such outlays in 1960 have recently 
been revised downwards from $37,000 millions to $36,300 millions, indi- 
cating that the rate of spending ceased to rise significantly after the second 
quarter. More disquietingly, the latest quarterly survey of capital appro- 
priations by 1,000 big manufacturers, published in Newsweek, showed a 
fall of 11 per cent in appropriations in the second quarter of this year 
compared with the second quarter of 1959, the first such fall for eighteen 
months. (Even so, the accumulated amount of unspent appropriations at 
June 30 was some 11 per cent higher than a year earlier—equivalent to 
9 months’ spending at the current rate compared with 10} months— 
implying that the rate of capital spending should remain high for some 
months.) ‘The survey pointed fairly clearly to a decline in capital spending 
by business in 1961, particularly by the automobile, machinery and durable 
goods industries. 

Thus neither the consumer nor the businessman seems likely to fulfil 
the expansive réle allotted to him earlier by the forecasters of an autumn 
upturn. ‘True, the economy should continue to draw strength from an un- 
expected and doubly welcome source—exports, which, helped by buoyant 
sales of cotton and jet aircraft, were 21 per cent higher in the first half of this 
year than a year earlier and bid fair to reach the 1957 peak of $19,500 
millions. But even if this peak were regained the rise in exports could 
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make good only a small part of the slackening in the other components of 
demand. The signs that businessmen might soon be trimming their 
expenditures has forced the prophets of further expansion, for the third 
time this year, to seek a new basis for their faith. Fortunately, they have 
found one near at hand—the November election. 

But for the imminence of the election the factual evidence available at 
the moment would seem to point inexorably towards recession. As it is, 
the economy, though teetering on the brink, may yet be saved from slipping 
over. Both the contesting parties are frankly expansionist and, with some 
differences in degree, both would doubtless strive manfully to set the 
economy back on its upward course. Whatever its outcome, the election 
—or, perhaps more accurately, the open-handed promises it inspires—could 
provide the new dynamism that the economy needs. ‘The nature of some 
of the underlying trends making for recession and the American public’s 
distrust (irrational but none the less real) of deficit finance suggest, how- 
ever, that the new Administration’s power to stimulate the economy may 
not be so great as some observers seem to assume. Certainly, any sub- 
stantial programme of increased government spending and/or reduced 
taxation would raise some formidable questions. Would the re-emergence 
of a deficit in the federal budget reawaken the inflationary psychosis of 
American investors, and thus lead to a rise in longer-term interest rates ? 
‘Would the Federal Reserve Board, whose sensitiveness to the danger of 
inflation is usually more acute than the Administration’s, be willing to play 
the purely passive rdle that might be assigned to it? Again, how far would 
the Treasury be willing to sacrifice, in the interests of expansive budgeting, 
its desire to lengthen the age structure of the national debt? And how 
far would the authorities be willing to tolerate a substantial outflow of gold 
if, in the prevailing world conditions, this were an unavoidable consequence 
of their expansive policies ? 

These technical problems, which would probably be greater for a Demo- 
cratic President than for a Republican, must impose some restriction on the 
powers of the Administration to expand the economy. But the major 
restriction on its powers, almost certainly, would be the inevitable time lags 
between intention (or promise) and action and between action and effect. 
Even though the additional expenditures (or reduced taxes) invoked might 
cast their shadows before them it seems doubtful if they could make much 
impact on the economy before the middle of next year. Meanwhile, the 
main task of preventing business from sagging will continue to rest with 
the Federal Reserve Board, whose recent attempts to re-expand the money 
supply appear to have been largely frustrated by the public’s new-found 
appetite for bonds. Thus if demand in the private sector should turn 
downwards in the next few months even so timely an election could not 
safeguard the American economy against the unpleasant whiff of deflation 
that Wall Street seemed to sense last month—though, with luck, it might 
set a fairly close time limit to its duration. The crucial question for the 
months ahead is whether private demand has sufficient strength left to 
keep the economy moving sideways. 
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How Much Hot Money ? 


UDGED by the rise in the gold reserves foreign funds have been 
flowing to London in recent months at a possibly unprecedented 
rate. Even by this crudest measure the inflow appears to have been 
larger than that recorded in the spring of 1954. In July and August 
the true increase in the reserves averaged $153 millions a month, compared 
with an average of $134 millions in March-May, 1954, when the foreign 
money tide was flowing strongly in London’s favour. Closer inspection 
suggests that the difference between the intake of gold by the authorities 
in the two periods may considerably understate the difference in the actual 
inflow of foreign funds. First, the intake in March-May, 1954, occurred 
at a time when, for seasonal reasons, London is normally acquiring gold; 
the recent inflow has occurred at a time when the seasonal pressure on 
sterling is usually beginning to make itself felt. Secondly, and far more 
importantly, part of the intake of gold in 1954 was accounted for by the 
fact that Britain’s balance of payments was showing a substantial surplus 
(the current surplus for the first half of the year was in fact £181 millions); 
in recent months the balance of payments has almost certainly been in 
deficit—if there had been no inflow of short-term funds from abroad the 
gold reserves would have fallen sharply in the past six months. 

Thus the substantial increases recently recorded in the gold reserves— 
totalling no less than $306 millions in July and August taken together— 
were not only against the normal seasonal movement but were also in 
striking contrast with the weakness of Britain’s balance of payments. 
Undoubtedly the inflow of funds was considerably greater than the intake 
of gold. ‘This was true even in the second quarter of the year when, 
as a note on page 634 records, the rise in the reserves was equivalent to 
barely half the increase in the balances of sterling held by overseas countries. 
(The rise in the sterling holdings of non-sterling countries—by a record 
£118 millions—was in fact some £50 millions greater than the rise in such 
holdings in the second quarter of 1954.) The further deterioration in the 
trade balance since the end of June suggests that the rise in the reserves 
in recent months may represent an even smaller proportion of the inflow 
of foreign money. Inevitably, the City, in the absence of any official 
indication, has been trying to make its own guesses of the amount of foreign 
money that has flowed into London in the past three months. These 
guesses have varied widely, but most seem to have fallen within the range 
£250-£350 millions, with a leaning towards the higher figure. The value 
of such guesses is highly questionable (in the last analysis their value may 
simply be that they may eventually needle the authorities into publishing 
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the true facts more expeditiously). But the fact that they are being made 
indicates the disquiet with which this massive inflow of ‘ hot’ money is 
being viewed in some quarters. It is widely recognized that the inflow of 
foreign money that has saved sterling from strain this summer is a potential 
source of strain in the months ahead. But, for this very reason, the crucial 
question raised by the inflow is not: how much? but: how hot? 

It is certain that, whatever the precise figure may be, an outflow of funds 
on the scale of the recent inflow would be extremely embarrassing. Clearly, 
in the months ahead the authorities dare not do anything that might pre- 
cipitate the withdrawal of a substantial amount of these funds. How 
restrictive a limitation this will impose on their freedom of action must 
depend largely on the strength of the factors that induce the owners of the 
funds to hold them in London. 


A Bar to Bank Rate ? 


The major factor, undoubtedly, is the relatively high level of interest 
rates in London. Almost certainly, the bulk of the funds that have flowed 
to London in the past six months have gone into Treasury bills, and could, 
therefore, be withdrawn at very short notice if the differential that London 
currently enjoys over other centres were to be eliminated. But the sharp 
fall in American money rates in recent months and the measures taken by 
Germany and Switzerland to deter an inflow of foreign funds have created 
an environment in which most of the foreign money now in London would 
probably stay on—other things being equal—at lower interest rates for the 
simple reason that there is really nowhere better for it to go. In recent 
weeks the yield on Treasury bills in London (54 per cent) has been fully 
3 points higher than the yield on bills in New York (2,% per cent). Even 
allowing for the cost of covering the exchange risk, it is apparent that rates 
in London could fall some distance without removing the interest induce- 
ment to hold funds there. So long as Germany and Switzerland maintain 
the impediments they have put in the way of foreign funds and money 
rates remain low in New York (and at the moment there is no sign that 
any of these conditions is likely to be altered in the near future) the existence 
of so much foreign money in London should not cramp severely the 
authorities’ freedom to reduce Bank rate if such a reduction were justified 
by the balance of domestic demand. 

This impression is strengthened when account is taken of the quite sub- 
stantial amounts of foreign money that have been placed firm, with hire- 
purchase finance houses or with local authorities, for periods of as long as 
two years. Such funds are certainly not “‘ hot” in the sense that they 
could take flight at a few moments’ notice. They have come to London 
for genuine investment, and frequently their holders have been willing to 
place firm for a longer period in order to obtain a slightly higher return. 
Even more significantly, an appreciable part of the funds recently flowing 
to London from the Continent appears to have gone straight to the Stock 
Exchange. Normally, of course, such investment transactions would have 
been financed through security sterling and thus would have made no 
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impact on the gold reserves or on the spot rate. The recent heavy demand 
for security sterling (associated partly with substantial American purchases 
of gilt-edged) has, however, pulled its free exchange rate virtually to 
parity with the official rate, and many continental investors, therefore, have 
had to obtain their requirements of sterling in the official market. Since 
most of this money has been invested in equities in the hope of capital 
growth rather than income it will presumably stay in this country for some 
considerable time. In any case, the proceeds of any subsequent sale would 
have to be repatriated through security sterling and thus need not impose 
any strain on the gold reserves. 


Confidence—The Crucial Condition 


There thus seem some fairly solid grounds for hoping that most of 
the foreign money that has recently flowed to London will remain for 
sometime. The crucial condition, however, is that overseas confidence in 
sterling should not be impaired in any way. At the moment sterling is 
still basking in the warm glow of international esteem that it has enjoyed 
since the concerted move to external convertibility at the end of 1958; and, 
equally significantly, the dollar is still widely viewed with suspicion. But 
clearly the authorities cannot count on foreign bankers continuing to look 
sO approvingly at sterling (or so dubiously at the dollar) in the months 
ahead. (In a sense, the recent flurry in the gold market—discussed in a 
note on page 634—-reflects scarcely less disquietingly on sterling than it 
does on the dollar.) ‘The fact that the inflow of foreign funds has had 
such a marked effect on the sterling exchange rate and on the gold reserves 
suggests that a large part of the incoming funds—some well-informed City 
quarters have suggested as much as a half—has not been covered against 
the exchange risk. Normally, the holder of such funds would insure him- 
self against any depreciation in the exchange rate by offsetting his purchase 
of sterling with an equivalent purchase of, say, dollars to be delivered in 
the future (typically three months ahead); the London bank agreeing to 
deliver the forward dollars would immediately cover itself with a spot 
purchase, and hence the effect of the inflow of funds on the gold reserves 
and on the spot rate would be almost immediately cancelled out. The 
fact that so many holders of foreign funds have apparently not bothered 
to insure themselves in this way is an impressive indication of their con- 
fidence in sterling. But it also means that they might take fright more 
easily should anything ruffle that confidence. 

In this sense the existence of so much foreign money in London may 
indeed impose some restriction on the freedom of the authorities. Obvi- 
ously it must make them even more cautious in their response to the signs 
that the pressure of demand on the economy may have passed its , peak, 
and even more determined to do all within their power to strengthen the 
balance of payments. At the beginning of last month the Bank of England 
gave (for it) an unequivocal answer to those in the City who were arguing 
that the inflow of foreign funds would force down Bank rate. When the 
discount market raised its concerted bid at the tender on September 9, 
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and thus reduced the average rate on the Treasury bills allotted from 
£5 11s 9d to £5 10s 2d per cent, the Bank took the very unusual step of 
forcing some of the discount houses to borrow from it at the penal rate on 
the following (Saturday) morning, when the money market was only half- 
staffed and had long been accustomed to expect a very uneventful session. 
The Bank thus showed clearly that it had no intention of being forced into 
a premature reduction of Bank rate by the inflow of funds. 

It was undoubtedly right in letting its determination be known. ‘The 
decisive consideration affecting Bank rate, as our opening article argued 
last month, could not in any case be the size of the inflow of funds, embar- 
rassing though that might be. ‘The decisive consideration must be the 
pressure of demand on the home market. And despite the signs of a 
substantial softening in the demand for motor cars and many consumer 
durables the evidence coming to hand last month did not suggest that the 
pressure of home demand had eased sufficiently for a reduction in Bank 
rate to be made with complete safety. Indeed, measured by the tightness 
of the labour market at the mid-September count the pressure of demand 
was still very strong: the rise in the number of wholly unemployed (apart 
from school-leavers)—by 3,760—was in fact barely a quarter of the normal 
seasonal increase between August and September, and the decrease in 
vacancies—by 18,200 to 337,000—was only two-thirds of the normal seasonal 
‘movement. The proportion of the labour force out of work remained at 
1.4 percent. ‘The dangers of appearing to give a green light at a time when 
a very large number of wage claims are outstanding cannot be ignored. In 
the months ahead the authorities are likely to move with double caution; 
but, as has been argued earlier, the existence of so much foreign money in 
London should not in present world circumstances prevent them from 
relaxing the restraints previously imposed if it were plain that the pressure 
of demand on the economy was easing. 


Repaying the Fund 

Meanwhile, the authorities have not sought to discourage foreign funds 
but wisely have tried to make use of the strong influx of gold to anticipate 
some overseas commitments due in the months ahead. At the end of 
August the Treasury paid $70 millions to the International Monetary 
Fund, thus discharging the monthly instalments on the “ Suez ”’ credit for 
the rest of this year, and relieving the reserves of a small but perceptible 
burden in the months ahead. In any case, the gold thus paid over is 
not really lost to Britain: Britain’s immediate drawing rights on the Fund 
are increased by a corresponding amount. These drawing rights provide 
a powerful second line of reserves that could, if necessary, be mobilized to 
meet any mass exodus of foreign money from London. The knowledge 
that such powerful reserves exist should prevent the withdrawal of foreign 
money, when the tide eventually turns, from tempting the bears. None 
the less, if the very substantial amount of foreign money now in London 
is not to be a serious source of instability in the year ahead confidence in 
sterling must remain unshaken. ‘That is the indispensable condition. 
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Radclifte 


The controversies sparked off by the 
Radcliffe Report have been waged for 
just over a year. Some new insights 
into the theoretical background of the 
Committee's views have recently been 
afforded by the two economists on the 
Committee. (Professor Sayers’s highly 
important address to the British Asso- 


Revisited 


ciation last month 1s reproduced in full 
on pages 671 to 683 of thas tssue.) 
How does the debate now stand? Pro- 
fessor Thomas Wilson of Glasgow Uni- 
versity looks back at the central thesis 
of the Report in the light of the past 
year’s controversies and attempts to see 
if any conclusions acceptable to both 
sides have emerged.—EDITOR. 


By THOMAS WILSON 


T’ was to be expected that the revival of monetary policy throughout 
the West in the 1950s would give rise to much controversy and in the 
prolonged debate that has followed two lines of criticism may be dis- 
tinguished. First, it has been held that monetary restriction hampers 


growth and that growth is more important than a little inflation. (On 


this score fiscal policies may also be condemned, but it is often said, usually 
without supporting argument, that monetary policy is particularly harmful 
to real investment.) ‘The second criticism is that monetary policy has 
little or no effect on expenditure; but for a stubborn and mystical con- 
servatism, it would long since have been discarded as useless. Although 
both criticisms have sometimes been advanced with doubtful consistency 
by the same critics, the two are clearly quite distinct. 

The first of these objections is the more important and the more difficult 
to assess. ‘The present article will be concerned, however, almost exclu- 
sively with the second contention—the claim that monetary policy is largely 
ineffective. It is just over a year since the Radcliffe Committee presented 
a report that on the whole seemed to support this view. How does this 
hostile judgment appear to-day after a prolonged debate in the course of 
which the two economists on the Committee have expressed their personal 
views ? 

The Committee’s scepticism about monetary policy appears to rest on 
two grounds: first, the views expressed about the effects of the credit squeeze 
and, secondly, an analysis of the market for funds that dethrones cash and 
deposits from their position of special importance. 

Under the first heading the Committee considered the results of two 
enquiries by questionnaire and the views submitted directly by witnesses. 
It may be conceded at once that little positive evidence was obtained in 
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support of the view that credit squeeze had been really effective. It is 
more doubtful whether, on the other hand, the evidence was sufficiently 
clear as to warrant an inference that the credit squeeze was ineffective. 
Apart from any doubts that may be felt about the timing and coverage of 
the questionnaires and the nature of the questions, there is a problem of 
interpreting both these replies and those of the witnesses seen by the Com- 
mittee. As the Committee concedes elsewhere, “‘ a marginal adjustment in 
the pressure of demand may be all that is required. A rise of interest rates, 
far from being a useful instrument of policy, would be worse than dangerous 
if it forced a halving of investment plans” (para 471). Suppose, then, 
that 5 per cent of firms interrogated say they were seriously affected by a 
particular policy of restriction, while another 20 per cent say they were 
affected in some slight degree. Does this mean that the policy was useless 
or that it possessed the right degree of delicacy ? Moreover, it can always 
be objected that the restraints were not applied with sufficient vigour— 
especially at a time when all rates of interest were lightened, in real terms, 
by rising prices. For example, as the Report records, the rate on advances 
went up for the first time only in February, 1955; even in September, 
1957, the effective rise after tax was only about 1 per cent. 


Bank Deposits—*‘ Small Change ”’ ? 

If the direct empirical enquiries provided a somewhat uncertain light, 
the Committee’s analysis of the market may appear to have a more funda- 
mental significance. If Professor Sayers is right in saying that deposits 
—as well as notes—are merely “the small change of the system’”’,* then 
it might really be unwise to hope for much from monetary policy. What 
is the basis of this argument which may be regarded as the analytical core 
of the Report itself ? Can it be reconciled with the Committee’s own plea 
for a more active use of long-term rates ? 

‘“ Our examination of the nature of money and of the demand for it’’, 
writes Professor Sayers, ‘“‘ has, however, warned us that there is no single 
asset or group of assets that uniquely possesses a uniform monetary quality 
that is totally different from other assets”’. This proposition, which is 


* Monetary Thought and Monetary Policy in England, Presidential Address to Section F 
of British Association, Cardiff, September, 1960. 
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centrally important to his argument, appeared in one form or another in 
the Report and has recently been endorsed by the other economist on the 
Committee, Professor Cairncross.* Is it acceptable ? 

Notes, coins and deposits differ from other assets in that they afford an 
immediate command over goods and services; although there may occa- 
sionally be other media of exchange, their importance is too trivial to 
matter in normal circumstances. The term “ liquidity ” appears repeatedly 
in the Report, but is never defined. Let us now define it as the speed and 
cheapness with which an asset can be turned into a medium of exchange. 
Some assets are very liquid and no one would wish to question the view 
that, from the point of view of an individual’s store of value, liquidity is 
a matter of degree and assets can be arranged accordingly. The fact remains 
that these assets must be turned into cash or deposits before goods and 
services can be acquired and it is this that justifies the more restricted use 


of the term “ money ”’. 
From Money to Purchasing Power 


The Committee is no doubt right in saying: ‘‘ The decision to spend 
thus depends upon liquidity in the broad sense, not upon immediate access 
to the money. ... The spending is not limited by the amount of money 
in existence; but it is related to the amount of money people think they 
can get hold of, whether by receipts of income (for instance from sales), 
by disposal of capital assets or by borrowing” (para 390). Of course an 
individual’s propensity to spend will be influenced by these considerations. 
What happens, however, where there is a general attempt to carry out these 
intentions ? ‘The Report does not always distinguish clearly between such 
a desire to spend and the ability to do so. To take an important example, 
an increase in trade credit will temporarily reduce the need for intermediate 
payments between firms. If, however, firm A can now get supplies without 
depleting its deposits, this is only because firm B is content to hold smaller 
deposits or can more easily replenish them on the new issue market or 
elsewhere. From some source cash and deposits must be obtained to pay 
for wages, salaries and raw materials. There are no good substitutes for 
‘“ money-to-use ”’ at this stage, although there may be good substitutes for 
‘“money-to-hold’”’. There are, of course, passages in the Report where 
this distinction appears, somewhat inconsistently, to be conceded, and it is 
perhaps illuminating that Professor Sayers, after rejecting “‘ money ’’, now 
begins to talk about “‘ purchasing power ’’. But the concession has destruc- 
tive implications for the Committee’s view that the banks have no special 
role as “‘ creators of money ”’. 

One defence, at which Professor Sayers hints, would be that there is a 
long lag in the process of expenditure before money as a medium of 
exchange is required. ‘This would, of course, represent a complete change 
of ground in the argument. Moreover, the lag needs clearer description. 
Between what and what ? What is the evidence about its length ? Surely 





* Monetary Policy in a Mixed Economy, the Wicksell Lectures delivered at Stockholm in 
May, 1960. 
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the volume of deposits will be relevant at a very early stage in determining, 
for example, whether trade credit will be extended. 

The confused treatment of money in the Report affects its recommenda- 
tions. ‘“‘ Rejecting from among such measures any restriction of ‘the 
supply of money ’ we advocate measures to strike more directly and rapidly 
at the liquidity of spenders. We regard a combination of controls of 
capital issues, bank advances and consumer credit as being most likely to 
serve this purpose’ (para 542). It goes on to recommend for an emer- 
gency “a restriction of the proportion of advances to deposits ’’ (para 527). 
If, however, the banks’ deposits are uncontrolled, advances can be replaced 
by investments and the implications for the long-term market are relevant 
in considering the ease with which “ frustrated borrowers ”’ can find finance, 
even if new issues are also controlled. One would have thought that this 
inference would be more consistent with the stress laid elsewhere in the 
Report upon the effects of changes in the value of assets. 

If measures to restrict the supply of money are not really required, was 
the reform of the German mark—in which Professor Cairncross participated 
—a pointless exercise ? Or is it possible to deny that the high ratio of 
deposits to national income, the consequence of suppressed inflation, was 
an important factor in post-war Britain? If we had had a currency reform 
in 1946, the whole situation would have been changed. As it was, the 

‘prevention of further increases in deposits was likely for some time to be 
of minor significance when there was so much relatively idle money to be 
mobilized. As the ratio of deposits to income declined, monetary policy 
might become more significant. The Committee, however, was reluctant 
to pursue this line of inquiry. “‘ It is possible, for example, to demonstrate 
statistically that during the last few years the volume of spending has 
greatly increased while the supply of money has hardly changed: the velocity 
of circulation of money has increased. We have not made more use of 
this concept because we cannot find any reason for supposing, or any 
experience in monetary history indicating, that there is any limit to the 
velocity of circulation . . .” (para 391). Of course no one can put an 
exact numerical upper limit to velocity, but it is reasonable to suppose that 
cost and inconvenience will tend to grow as velocity rises. How quickly 
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and strongly will these obstacles to rising velocity make themselves felt ? 
This is the really interesting question. 

It is most unfortunate that the Committee’s views about money should 
have raised a cloud of misunderstanding and should even have affected its 
own handling of certain issues. For the Committee is undoubtedly right 
in laying great stress on the réle played by trade credit and financial inter- 
mediaries, although it is better to describe this rdle as changing the velocity 
of circulation of bank deposits—or mobilizing idle deposits—rather than to 
claim that deposits have no special characteristics as money. Whatever 
the language, large transfers to the “industrial circulation’? may 
occur and may weaken monetary policy. 


More Favourable Verdict ? 


There have been sharp differences of opinion about monetary policy in 
the past, but the points of disagreement have at least been reasonably clear. 
Perhaps an attempt can now be made to present some conclusions in the 
older language. 

First, deposits and notes are a means of payment and are therefore 
different from other liquid assets. Changes in the velocity with which 
those notes and deposits are used is of immense importance; but there is 
growing cost and inconvenience as velocity rises. ‘The volume of deposits 
is therefore highly relevant. 

Secondly, the prevention of a rise in deposits may be ineffective if 
‘idle’ funds can be drawn easily into the “ industrial circulation”. An 
offsetting fall in deposits could often help, but the handling of the national 
debt then poses problems much discussed in recent years. Moreover, in 
balancing the volume of deposits against velocity, the quantitative unpre- 
dictability of changes in velocity warrants the Committee’s conclusion that 
monetary policy is not “‘a delicate instrument ”’ of policy. 

Thirdly, fiscal policy and monetary policy are both required. If the 
former is slightly more predictable in its effects, it is also, perhaps, less 
flexible for political and administrative reasons. Monetary policy is very 
much a matter of trial and error, but changes can be made a little more 
quickly than in fiscal policy. 

Fourthly, the Committee looked at the possibility of controlling non- 
banking lenders and—very understandably—shuddered. Any really general 
system of control may be out of the question but there may be a case for 
considering whether useful measures—perhaps in the form of reserve 
ratios—could be applied to some selected non-banking institutions as a 
means of building up some new bulwarks against increases in velocity. 

A final observation. Monetary policy was greatly affected in the post- 
war years both by the large volume of deposits left behind from suppressed 
inflation and by the scope that still existed for a wide extension of the 
activities of financial intermediaries. With the first consideration no longer 
relevant and the scope for the second, perhaps, reduced, the verdict on 
future monetary policy may be a little more favourable than the Radcliffe 
Committee was inclined to suggest. 
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Governments and World 


Oil Prices 


By J. E. HARTSHORN 


FTER a private conference in Baghdad last month, which was only 
announced at short notice during a pause in negotiations between 
the Government of Iraq and the Iraq Petroleum Company, 
representatives of six countries from which 80 per cent of the 

oil that moves in international trade is supplied formed “ The Organization 
of Petroleum Exporting Countries’. They were, in order of oil produc- 
tion, Venezuela, Kuwait, Saudi Arabia, Iran, Iraq, and Qatar*—all the 
world’s significant net exporters of oil other than Trinidad, Colombia, and 
Bahrain. ‘They had formed this organization, they said later, primarily to 
press for the cancellation of the cuts that had been announced a month 
before in the posted prices of crude oil in the Middle East; but more 
generally to maintain and improve the share that, as “ host’”’ countries, 
they get of the proceeds of selling the oil originating within their borders, 
and to study methods of regulating oil production to maintain stability 
in prices and, therefore, in the oil revenues that account for practically 
the whole of their incomes. 

This was one set of governmental reactions—and potentially the most 
important—to the cuts in prices that the major international oil companies 
had made, reluctantly and eventually, in mid-August: “‘ Put them up 
again’’. A little to the east, governments told the companies they had 
not put down prices enough. India, which after some bargaining over the 
price of crude oil imported to three of the companies’ refineries there had 
earlier been granted a special 124 per cent cut in price on her own account, 
took umbrage when later the general cut of about 54-6 per centt reduced the 
value of her own special discount, and asked for a rate as preferential as 
before. Pakistan and Ceylon complained that the companies had not cut 
the prices of the petroleum products that they import by enough (in 
Pakistan, the complaint was that the companies were not “ absorbing ”’ 
enough of an increase in duty that had been imposed on gasoline). 





* Qatar attended the conference only as an observer, but later applied for membership of 
OPEC. 

+ Originally, Standard Oil of New Jersey, Royal-Dutch/Shell, and Caltex cut their prices 
by this proportion. A month later, Shell and Jersey came back into line with the 4$-5 
per cent cut made by British Petroleum and the other “ majors ”’. 
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In the West there were no direct governmental reactions to the cuts in 
crude oil prices, but the major companies were acutely conscious of a good 
deal of unfinished business with the governments of some of the major 
European countries that import this Middle Eastern (and some Venezuelan) 
oil. Any freedom for them to quote even more competitive prices for 
fuel oil, for example, was qualified by the extra taxes that in August 
Belgium, following the example of Germany, had imposed on this fuel to 
protect its suffering coal industry. In these countries, as a contrast to 
Pakistan, to absorb more of the tax would simply have invited the govern- 
ment to increase it. In Italy, on the other hand, the government had 
sharpened the competitive power of its nationalized hydrocarbon cor- 
poration, ENI (Ente Nazionali Idrocarburi), by actually reducing its duty 
on gasoline—which made the price cuts that ENI was prepared to offer 
even more attractive to the motorist. In France, where the government 
breathes down the neck of the oil companies throughout the whole day-to- 
day business, whatever dispositions they might have cared to alter in view 
of the shift in the world market would remain subject to tight control; in 
particular, they remained obliged to refine substantial quantities of Saharan 
crude oil supplied largely by French nationalized companies in their French 
refineries, regardless of any effect this might have on the balance and 
economics of their refining. And if this business was unfinished, even 
farther west one small but not meaningless piece of the companies’ business 
had actually been finished by governmental action. Dr Castro had “ inter- 
vened”’ in their refineries (that good old Cuban word for grab) because 
they would not cut their prices for the crude they brought from Venezuela 
as much as the Russians would cut the price.of their own oil, or continue 
accepting blocked Cuban currency for it. (Posted prices for Venezuelan 
crude, it should be noted, have not been cut at all. But Dr Perez Alfonzo 
of Venezuela is not supporting the Middle Eastern exporters through 
altruism; their cuts, and the low levels of tanker freight rates, have made 
Venezuelan crude even harder to sell in the world market.) 


Living With a Surplus 

The seven major international oil companies—Standard Oil of New 
Jersey, Royal-Dutch/Shell, Gulf, Caltex, Socony-Mobil, British Petroleum, 
and Compagnie Frangaise des Pétroles—are not unaccustomed to dealing 
with governments of almost every kind (except one), and all at the same 
time; being among the world’s only genuinely international economic 
phenomena, they have had to acquire the habit. Their relations with 
governments in the many countries where they operate vary, geographically 
and over time: flexible adjustment to circumstances is almost as charac- 
teristic of this industry politically as it has often proved to be economically. 
Over the years, however, some periods are more difficult than others in their 
relations with governments whose interests are always different and some- 
times mutually conflicting. It needs no insight whatever to discern that 
the period of world oil surplus that has developed over the last three years 
is one of those times; or that since the surplus shows no signs of 
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disappearing rapidly the difficulties are becoming accentuated. In very few 
countries indeed (though Britain, for good reasons, is one of them) have 
their relations with the government remained more or less unaffected by 
the great international lurch from apparent energy shortage into surplus. 
(After the scare of Suez the British Government jumped into an ill-con- 
sidered over-investment in nuclear electricity, from which they have had 
since, in part, to retreat; but they made few other attempts to reduce the 
country’s growing dependence on oil at that time, nor have they been 
concerned, since the market turned, to protect the National Coal Board 
from the continuing switch to oil.) 

Nor, indeed, was the shift to oil surplus in itself free from governmental 
influence—though here, ironically, the government concerned was acting 
at the instance of private oil companies arguing in concert (though not these 
international seven). ‘The current oil surplus on the world market is 
sometimes discussed in terms of a purely economic condition of over- 
production or rather over-exploration, which temporarily threatens the 
world with a much greater rate of increase in oil supplies than can be sold 
during a period of rather slower economic growth than before. This 
explanation is sometimes associated with the onus that Suez placed upon 
the oil companies of the West to diversify their sources of potential supply 
and increase their transport capacity in order never again to seem to be at 
the mercy of producing countries or oil transit countries in the Middle East. 
All these factors are real, and have contributed; but the biggest single 
influence has undoubtedly been crude economic nationalism of a much less 
ideological or statesmanlike kind. The biggest single influence encouraging 
exceptionally heavy investment in oil exploration and in tankers during the 
middle ‘fifties, undoubtedly, was the logical assumption that the United 
States, which had already switched from being a net exporter of oil to 
becoming the world’s largest net importer, would go on steadily increasing 
its imports from Venezuela and the Middle East. When the United States 
certified the level of oil imports as “‘ a threat to national security ”’ in April, 
1957, and proceeded to set mandatory restrictions on its imports from 
February 1958 onwards it really precipitated the situation of surplus in the 
world market from which it was deliberately insulating itself. 








Helping to develop Canada’s Trade 


with banking service that is 
well informed, imaginative and enterprising 


THE CANADIAN BANK OF COMMERCE 


TOTAL ASSETS EXCEED $2,976,000,000 

LONDON OFFICES: 2 LOMBARD STREET, EC3. 48 BERKELEY SQ., WI 
HEAD OFFICE: 25 KING STREET WEST, TORONTO 

MORE THAN 800 BRANCHES ACROSS CANADA 

Branches outside Canada: New York, Seattle, Portland, San Francisco, 
Los Angeles, Calif. The West Indies, Nassau, Bahamas 

Resident Representatives: Chicago, Ill. and Dallas, Texas 

European Representative: Zurich, Switzerland 


Banking Correspondents Throughout the World 









































654 





hat beet iets lUcrlC(<éié‘ir KH. )s 3 














Those expectations that the United States would steadily increase its 
imports had been the keystone of all ‘‘ global forecasts’ about oil, and 
indeed of most forecasts about world energy demand and supply, in the 
mid-’fifties. ‘They had led a number of oil companies operating on a large 
scale inside America but not, at the time, outside it to seek and secure 
concessions to explore for and develop oil in parts of Venezuela and the 
Middle East not already being developed by the seven major international 
companies. ‘They, and the major companies themselves, had made them- 
selves ready to supply a growing share of America’s growing oil demand 
with oil from these lower-cost sources. It was not necessarily assumed 
that America’s own higher-cost production would decline absolutely; but 
it was expected to rise less rapidly than total demand, so that relatively 
the United States would become less self-sufficient.* Once the United 
States Government put a ceiling on the level of imports, the very heavy 
initial investment that had been put into bringing that oil intended for the 
US market towards the point of production was bereft of its immediate 
raison d’étre. ‘The return on the investment, by governmental decree, was 
postponed: the oil was ready, but the market it had been made ready for 


had closed its doors. 


Latecomers Want Quick Returns 


In a sense, the strength of world oil prices always depends, as does the 
strength of the major international oil companies that control the vast 
majority of it, on the readiness of the companies to wait. A world oil 
surplus is never really physical, in that there is never more oil around the 
world than there are storage tanks to fill; and production from many fields, 
at airy time, could be very considerably stepped up. While the people con- 
trolling those fields (and most of those tanks) can wait for the return on 
their money, the world gets its oil at stable but firm prices. ‘The surplus 
that has been crystallized since America stopped any increase in its imports 
has come largely, though not entirely, because the relative newcomers to 
the international oil market (who had intended to remain suppliers primarily 
to the American market) could not afford to wait. These “‘ Johnny-come- 
latelys ’, as the financial director of one of the majors called them this 
summer, need a relatively quick return on their temporarily ‘‘ wasted ” 
investment; nor have they a sufficiently large stake in oilfields all round 
the world to deter them from accepting a pretty low return if they have to. 
It was these ‘‘ big’ independents with new supplies of crude, and often 
with obligations in their concessions to develop a certain level of output 
by a given time, who were forced into “ distress selling ’’ when the American 
Government wired down the tap on imports. 





* Dr Georg Tugendhat has often pointed out that the higher costs of oil production in 
the United States arise primarily from economically inefficient methods of exploiting the 
country’s oilfields; and Messrs Schurr and Netschert have argued that all American needs 
over the next twenty years could be satisfied from indigenous production without any rise 
in real costs of oil. Dr Schurr, however, agrees that whereas US oil costs might be held 
level while relying on self-sufficiency, they could however be significantly reduced by a 
large-scale shift to, especially, Middle Eastern sources. 
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The American Government, that is to say, still bears much more responsi- 
bility for the current softening of oil prices than another government often 
cited as the villain (if villain is the word) of this piece, the Russian Govern- 
ment. This is not to say that the Russians, whose influence was speci- 
fically mentioned by Standard Oil of New Jersey when it initiated the cuts 
in prices of Middle East crude in August, have not cheerfully been ready 
to carry on the good or bad work. It is probably idle, from outside, to 
speculate about the motives of the Russians in increasing their exports of 
oil (mainly as products such as fuel oil and gasoline, but also in the form 
of crude) during the last few years. ‘They are considerably increasing their 
output, and also their planned dependence on oil internally; but these 
processes seldom work quite in step, and there is every likelihood that from 
time to time Russia’s oilfields will have biggish surpluses that it will make 
sense for them to export. They need many things from the West that 
they can produce less easily at home than extra oil; nor do they ignore the 
influence that cheap oil might bring in exchange, or the embarrassments it 
can cause to Western oil companies. They have cut prices where they 
had to to get particular business; they have not always been prepared to 
come down as far as Western independents or even the major international 
companies, for certain products in certain markets. The amount of oil 
they are exporting (say 25 million tons this year) is only about 5 per cent 
of the total moving in world trade, though even that proportion can be 
significant. ‘The Russians, dealing with Cuba and India, were ready to 
barter or take blocked currency as well as offering the oil fairly cheap. To 
the international companies they represent a strong and not “ distressed ”’ 
competitor whose own basic market is absolutely protected from retaliation 
by price war. But the scale upon which they have been operating so far 
could not have made much impression upon a world market not already 
weakened by other, larger, influences. 


Nationalized Companies in Oil 


A third element already in this weakened international market, and likely 
to play a growing part, has arrived in the form of the nationalized and 
semi-nationalized companies from consumer countries, which can expect 
preferential treatment inside their own borders—if not indeed inside larger 
groupings. Italy’s ENI, based on a natural gas monopoly but unable to 
locate significant oil inside Italy itself, has obtained various exploration 
concessions abroad; along with certain of the American “ big independents ”’, 
it accepted agreements which when fully implemented, as none of them yet 
has been, would certainly breach the ‘‘ 50-50 ”’ formula to which the seven 
major companies cling so religiously. (By paying host governments in the 
Middle East 50 per cent of what profits would be at the full posted prices 
while in practice allowing discounts on a very large proportion of their 
‘‘ offtake ’’, the major companies have recently, in practice, conceded far 
more than 50 per cent of the profits they actually realized; the Venezuelan 
Government, by 1959, was getting 69 per cent of the profits made from oil 
produced there.) The huge and eventually successful French governmental 
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effort in the Sahara has produced a potentially far more powerful nationalized 
competitor than ENI for the private companies in France, which its govern- 
ment would clearly like to see accorded preferential treatment in all the six 
countries of the European Common Market. Japanese companies operating 
in the Middle East can expect preferential treatment for the crude they 
ship home. And some of these latest ventures will eventually bring the 
host governments into the business direct, as partners and not merely as 
ground landlords expecting royalties; in one case, with the promise of par- 
ticipation right up to the eventual marketing of the oil products. 

The Johnny-come-latelys, the Russians, the other governments dipping 
their feet into this business, and the insulation of the United States are all 
factors of turbulence for the major international companies in dealing with 
the legitimate interest, and vaunting ambition, of the host governments 
whose national development depends upon revenue from oil. During the 
September meetings of the host governments in Baghdad, Standard Oil of 
New Jersey, which having made bigger cuts had been maintaining rather 
lower prices than BP and some other majors for identical crude oil, did 
bring its prices into line with BP’s; the companies have now only one level 
of reduced prices to argue about with their hosts. ‘They will be gathering 
with those hosts at a more formal Arab Oil Congress in Beirut this month; 
_ more is liable to be heard there in public of what the Arab host governments 
would propose, and there will be opportunities for some testing talks in 
private. Sheikh Abd Allah al-Tariki of Saudi Arabia and Dr Perez Alfonzo 
of Venezuela have often argued, and no doubt did again in Baghdad, for 
what they call “international proration”’ of oil exports. As Dr P. H. 
Frankel and Mr W. L. Newton have recently pointed out in a penetrating 
analysis* of the circumstances surrounding this proposal, the term is a 
misnomer; it has in reality little to do with the system by which since 1934 
(effectively) state regulation of crude oil output in most of the United States 
(primarily by the Texas Railroad Commission) has limited output there and 
bolstered the price level. What the host governments’ technocrats appear 
to have in mind, though they have hardly spelt out their ideas in full, is 
the agreed regulation of exports from the world’s main exporting countries, 
according to some market-sharing formula: a purely producer-controlled 
world commodity agreement. What must be of even more moment to the 
major oil companies is that this would be largely, it appears, a producer 
government-controlled scheme—cutting across the flexibility of their inter- 
national operations and the effective management of their world business. 
Governments elsewhere that are taking an increasing interest in oil (not 
all of which, admittedly, want it cheaper) may wonder how such a regime 
might compare with the “orderly competition ”’, flexible and somewhat 
forbearing, of the major companies between the war and the middle ’fifties; 
or with the considerably less orderly competition of the last three years. 
So may the consumer. 





* “The State of the Oil Industry’, Economic Review, National Institute of Economic 
and Social Research, current issue. 
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Protessional Paths to 


Efficiency 
ROLE OF THE MAN * GEMENT CONSULTANT 


By F. H. HAPPOLD 


HE fact that two of the clearing banks have called in manage- 

ment consultants to advise them on ways in which some of their 

operations might be conducted with greater efficiency highlights 

the growing réle that these specialists are now playing in industry 
and commerce. Surprisingly little, however, is known by the general 
public about the type of work they undertake, the methods they employ 
and the sort of results they can achieve. This article, accordingly, takes a 
look at this vigorous young branch of consultancy, and illustrates its 
activities by examples taken from its casebook. 

Paradoxically, it is the large, well-managed business—often with its own 
internal team of experts in work study, organization and methods—that 
has hitherto employed the professional management consultant most exten- 
sively. In the search for greater efficiency such concerns evidently appre- 
ciate the value of supplementing internal resources by calling in outsiders 
to bring a fresh approach to a problem, to introduce new ideas and to do 
the more elaborate studies which may require a balanced team of experts. 
Here the rewards in absolute terms can be considerable; yet, relatively, the 
potential savings are usually greater in the small and medium-sized firm 
that employs a consultant for the first time. In fact, more and more of 
the smaller businesses are now beginning to make use of outside advice, 
while the scope of the work done by consultants for the major organizations 
is becoming ever more comprehensive and elaborate. 

Management consultancy is a rapidly growing activity, expanding at a 
rate of perhaps 10 to 15 per cent a year. There are about twenty sizeable 
concerns, including the so-called “‘ Big Four ’—Associated Industrial Con- 
sultants; Urwick, Orr & Partners; Production Engineering; and Personnel 
Administration—which between them employ about two-thirds of the 
estimated total of 1,500 qualified staff and do perhaps three-quarters of the 
total business, estimated at around {6 millions a year. Three or four 
years ago, the qualified staff was probably no more than 1,000; the major 
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obstacle to even faster growth is the difficulty in finding enough of the 
right kind of men to do the job. 

At the same time the pattern of development is becoming more inter- 
national. American consultants are doing more business in Britain and on 
the Continent. There is a growing demand for the services of British 
consultants overseas, with the leading firms opening up offices not only 
in the Commonwealth but also in Europe and even in America. 

Since the 1920s, when the consultant emerged as an expert in work 
study and employee incentives, the service has broadened to embrace 
practically the whole range of management problems right up to company 
strategy, marketing policy, finance, long-range planning—even the selection 
of a managing director. This broadening has been inevitable: experience 
has taught that frequently the supposed weakness that led to the engage- 
ment of a consultant is not the only one, or even the most important. The 
sales force, for example, may be blamed for poor results when the real 
culprit is the design of the product or the pack. Or again, by concen- 
trating on maximum production efficiency—ensuring long runs and so on— 
a firm may be prejudicing sales by failing to give quick or regular delivery, 
which might well be more important than a marginal difference of price. 


Work Study: Casebook Examples 


The basis of most jobs in the field of management consultancy is still 
work study: the detailed observation and recording of how a task is per- 
formed with a view to improving efficiency. Recently new techniques for 
analysing this basic information have been applied successfully to the 
more complex problems. Recognition and measurement of the component 
parts of any situation come first, followed by analysis. In a complex 
situation where the different elements can be expressed in statistical or 
mathematical terms it is often possible to arrive at the arrangement—for 
handling customers, stocks, variety of products—calculated to give the 
optimum result. ‘Typical of these techniques is linear programming, which 
is used for choosing the best way of allocating resources when there are 
several activities and alternative methods—for example, in problems of 
product variety and transport. Similarly, the theory of queues is applied 
to situations involving waiting time—such as serving customers at counter 
positions, loading vehicles or machines, regulating stock levels. An elec- 
tronic computer is frequently used in such cases. 

Even so, detailed study of work and method without elaborate mathe- 
matical techniques is still producing impressive results, as a few examples 
can show. 

An old-established mail-order house with a turnover of {1 million 
believed it had reached the limit of expansion with existing facilities and 
was embarrassed by congestion and delays at peak trading periods. Early 
this year a consultant was engaged, for a fee of £1,500, to examine office 
procedure and, if possible, to simplify paper work. Within six weeks, 
mainly by the introduction of a simplified method of handling inquiries 
based on a code, the time taken to respond to inquiries had been halved 


660 








eo © = © 


~D 


~~ © ff DD = BFA 


FS © RNS & es © = 0 


Jd Des = 0 =F & O© 


~~ 








and a direct saving in wages achieved equivalent to £5,000 a year. The 
management now knows that sales can be doubled with existing office 
accommodation. Hence, a new warehouse is being built in preparation for 
a sales drive to reach that target. 

In a Scottish insurance company, employing engineers and clerks, work 
study led to changes that relieved engineers of routine clerical tasks, and 
the additional engineers previously thought necessary were no longer 
required. ‘The time taken to prepare technical reports was reduced from 
ten days to two-and-a-half; and the time spent on proposals from nine 
weeks to three. Departments were rearranged to make better use of office 
space, simplified forms and a more effective filing system were introduced, 
and a one-third rise achieved in the output of the typists. Before the 
survey the company had been looking for larger offices; afterwards existing 
accommodation was estimated to be adequate for normal expansion for 
ten years or more. An outlay of £3,100 on the services of a consultant 
over twenty weeks resulted thus in an annual saving estimated at £17,500. 

The same firm of consultants was engaged by a leading South African 
insurance company, employing a staff of 1,300, with its own internal 
Organization and Methods Department, which the management considered 
might be improved. 'The consultants were asked to tackle the most difficult 
sector of the business dealing with policy changes and endorsements. For 
a fee of £3,000 the consultants instituted changes that achieved a 50 per 
cent increase in output per head in this sector of the business, thus saving 
£7,400 a year. 

A Midlands firm manufacturing several hundred different types of valve 
and pressure gauge, sold in relatively small lots, called in a consultant to 
help speed up deliveries and reduce costs. Work study led to a reduction 
of 30 per cent in direct labour costs. Moreover, it enabled the cost of 
producing each of the products to be accurately calculated for the first 
time. ‘This showed wide variations from under 2 per cent margin to over 
20 per cent, which caused the management to adjust its prices, especially 
during periods of high demand when there were signs of overloading. In 
fact the firm appeared to be attempting too much. In particular, urgent 
orders were being allowed to disrupt routine production. Hence, for the 
main department the consultant devised a production programme based on 
the amount of work that could be done in each period of four weeks, 
allowing a margin of 15 per cent to cope with urgent or special jobs. This 
had an immediate effect in reducing the time taken to switch from one 
product to another and lengthened the average production run. Within 
six months the output of the department had risen by about a third and 
wages cost, as a percentage of output, had fallen by about the same propor- 
tion. Cost control, based on standards determined by work study, has 
now been installed. Actual costs are readily compared with the standard 
and any deviation can be immediately investigated. 

A very different problem was solved for a firm of switchgear manufac- 
turers that required a 75 per cent increase in sales to match its production 
capacity. After making a market survey, the consultant drew up a detailed 
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sales programme setting specific targets, introduced new methods of pre- 
senting estimates and of contacting prospective buyers. The sales effort 
was put under the unified control of one executive whom the consultant 
helped to select and train. In addition, a training scheme was devised for 
both inside and outside sales staff. Before the assignment, which lasted 
six months, had been completed, sales had already risen by 50 per cent. 


Saving Time at the Post Office 


Some of the more sophisticated techniques, which are known collectively 
as operational research, were used by the firm of consultants whose report 
was largely responsible for the proposal to change the method of working 
at the counters of Crown Post Offices. One of the main objectives was to 
reduce waiting time in an organization where the number of individual 
transactions exceeds 1,000 millions a year. The study demonstrated that, 
mainly by adopting a comprehensive service at each counter position, 
instead of confining each position to a narrow range, such as the issue of 
stamps, postal orders or pension business, it should be possible to halve 
the average time the customer now waits to obtain service. 

Taking a few typical offices, the team of consultants began by recording 
exactly what happened: the rate at which customers arrived, the time taken 
to transact the business and the general arrangements behind the counter. 
All this material was then analysed mathematically. One of the tech- 
niques used is known as Monte Carlo simulation because it is concerned 
with the laws of chance. This employed boxes representing counter 
positions and, representing customers, cards marked with the time of 
arrival and the time taken to complete the transaction. By “ playing ”’ 
the cards into the boxes, timing each movement and building up “ queues ”’ 
in front of each box, the operator was able to see what happened with 
various staffing arrangements. ‘The simple simulation showed pretty clearly 
that service would be much quicker if each clerk handled every kind of 
transaction. ‘This conclusion was confirmed when the information, in 
more elaborate form, was fed into an electronic computer. 

Other recommendations suggested by the investigation, which was carried 
out on behalf of a committee set up by the Postmaster-General, related to 
methods of work, equipment (such as the wider use of stamp vending 
machines, and stamp dispensers for the clerks), staff rotas, staff training, 
and soon. In addition to quicker service, the proposed changes will mean 
that the Post Office customer will be able to do all his business at the one 
counter; he can no longer wait at the wrong one by mistake; all queues 
will be equally short. For the clerks it means a more even distribution of 
work, less monotony, easier meal relief. For the organization itself, halving 
the average customer waiting time should greatly increase the scope for 
expansion without a parallel increase in premises and staff, thus achieving 
a much more efficient use of resources. 

The same kind of problem is encountered in shops, booking halls, at bus 
stops, petrol stations, and, of course, in banks. Nor are jueues confined 
to people. There are queues of orders waiting to. be filled, of jobs waiting 
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to get on to a machine, of vehicles waiting to load and unload, even main- 
tenance teams, in effect, “‘ queueing ’’ for machines to break down. In 
any complex society something or somebody is always waiting for some- 
thing or somebody else. By the application of scientific methods, this 
waiting time, which costs money, can often be reduced substantially. Since 
operational research usually calls for teamwork by experts in different 
branches—engineers, mathematicians, accountants, economists—it naturally 
comes within the province of the fairly large firm of management con- 
sultants, which can employ such teams permanently on successive jobs. 

As these jobs become more complex, experience tends to count for more. 
And the experience derived from handling many comprehensive jobs opens 
up new fields for the consultant. ‘Typical is the so-called operational 
effectiveness survey (—the business has its jargon!). Here the consultant 
makes a quick examination of a particular business, factory or subsidiary in 
order to give top management, or some other interested party, an impartial 
opinion. ‘The boards of many large concerns use this service in order to 
ensure that the best possible results are being achieved in the various con- 
stituents of the group. It has an appeal also for banks and finance houses 
considering lending money, since the true worth of a business is difficult 
to judge from the financial record alone. It is not unknown for such a 
survey to precede a take-over. Clearly, the réle of the management con- 
sultant in the 1960s is likely to be an expanding one. 





An Artist's Sketchbook: No. 78 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Dulwich 


a rural hamlet surrounded by meadows and woods; it had been, at 

one period, numbered among the many small spas that flourished in 
the neighbourhood of London. Dulwich to-day retains, on a smaller scale, 
something of the same architectural appeal possessed by Hampstead, together 
with a hint of its old village atmosphere. The village is an oasis in a desert 
of brick and mortar: a short walk only is needed to pass from its mellow 
Georgian architecture to endless grey streets where the dreary houses are 
ornamented by mopeds and motor cycles, shrouded like phantoms in 
grassless gardens. . 

Barclays Bank in the old village is an unexpected bit of Victoriana in a 
refined eighteenth century setting. ‘The building is good of its kind and 
has been well preserved, but seems to have strayed out of place. It re- 
sembles the chateaux seen along the coast of Brittany or, perhaps, those 
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A: the time when Byron was a schoolboy there, Dulwich was still 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


foreign branches of the big English banks to be seen all over France: it is 
the kind of architecture wittily recorded by Mr Osbert Lancaster. Most of 
this feeling is confined to the Mansard roof and dormers, replete with 
knobs, balustrades and fanciful ironwork; the lower parts of the elevation 
are in a quasi-classical style. The building is carried out in white stone 
and a rich red brick. 
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Rethinking Brazil’s 
Desenvolvimento 


AUTONOMY AT TOO HIGH A PRICE? 


By A SPECIAL CORRESPONDENT , 


RIO DE JANEIRO, mid-September 


OOMS are no uncommon feature of Brazil’s history; sugar, gold, 
rubber and coffee have each brought periods of feverish activity mn 
turn. Now, almost 140 years after its independence, Brazil is 
experiencing yet another boom, but this time all vestiges of 
economic “colonialism ’”’ are being effaced; everywhere in the country 
there is confidence that Brazil is about to become a great industrial power. 
Brazil’s industrialization dates from the turn of the century; it was given 
tremendous impetus during the second world war when, cut off from its 
traditional sources of supply and benefiting from the high prices of its 
primary products, domestic industry slowly began to produce the simple 
manufactures previously imported. In the post-war years industrialization 
was consciously pursued because of its promise of economic autonomy. 
This policy of desenvolvimento was epitomized in President Kubitschek’s 
slogan “fifty years in five ’’—which indicated the pace of development 
aimed at in the Government’s five-year plan. A Development Council 
was set up in 1956 solely to control and implement the programme of 
thirty production targets in the plan. The main aim of Government policy 
in the past four years has been the attainment of these targets—at the cost 
of mounting overseas indebtedness and a dangerously unstable currency. 
The problem facing Brazil was one common to all underdeveloped 
countries: poverty resulting from lack of capital, itself stemming from 
poverty. To break this vicious circle, the Government conceived a variety 
of economic and financial measures designed to raise the rate of capital 
formation to a level that should promote self-sustaining growth. ° Initial 
estimates put investment under the five-year plan at more than 300,000 
million cruzeiros (about $6,000 millions). Foreign exchange needs were 
estimated to be about $2,000 millions. Inevitably, this ambitious pro- 
gramme of rapid development entailed Government intervention on a 
massive scale: the Government directly provided some 50 per cent of the 
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funds required for the development plan, and encouraged private invest- 
ment in specified fields by offering tax exemptions, protective duties, 
exchange rate concessions and other incentives. (In addition, the National 
Bank for Economic Development, created four years earlier, provided 
medium- and long-term supplementary finance for both local and foreign 
investors.) The high rate of direct Government investment partly reflected 
the state’s extensive interests in iron and steel, alkalis, ore-mining, marine 
and rail transport, ports and energy; in oil exploration and exploitation, 
indeed, it has a monopoly. Private capital, in any case, is not easily 
attracted to public utility services and basic industries—often subject to 
Government control for political and social reasons. 

State intervention, however, had to extend far beyond the basic industries 
—into the international coffee market. ‘The ending of the great post-war 
coffee boom and the change over to a buyer’s market constantly threatened 
to precipitate a disastrous fall in international coffee prices, such as had 
occurred thirty years earlier. Since coffee provided nearly two-thirds of 
Brazil’s export income, the maintenance of a reasonable international price 
for this one commodity was of decisive importance in providing the means 
to pay for the growing imports of machinery. ‘Thus at a time when the 
country’s financial resources were already overstrained, the Government 
was obliged to buy huge stocks of coffee to prop up the market. Between 
1956 and the end of the 1959-60 coffee season no less than 44 million bags 
of excess coffee had been acquired. 


Encouraging Investment 


While the Government concentrated on basic industries, local private 
interests were encouraged to expand into new consumer industries. ‘The 
establishment of the new ad valorem customs tariff in 1957, with duties 
ranging up to 150 per cent of the c.i.f. value of imports, and the main- 
tenance of a multiple exchange rate system, were specifically devised to 
offer powerful incentives to local manufacturers. The Government en- 
couraged the import of capital equipment for development programme 
projects under medium- and long-term financing agreements by conceding 
favourable exchange rates and exchange guarantees. ‘The National Bank 
for Economic Development, deriving its resources from compulsory savings 
levied in the form of tax surcharges on individuals and corporations, has 
made important contributions not only to working capital but in approved 
cases to the initial investment in the fixed capital of many enterprises. 
Since its inception in 1952 the Bank has supplied over 50,000 million 
cruzeiros in this way, particularly to the energy and transport industries. 

Foreign investment was encouraged by allowing machinery and capital 
equipment to be imported without going through the costly exchange 
auction system; in many cases it qualified for a reduction in customs duties 
as well. Often the foreign investor was able to submit schemes to the 
authorities for the establishment of entire industrial units, including the 
import of the necessary raw materials and spare parts, thus giving him an 
advantage over the local investor, who, unless he was fortunate enough to 
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import under the special exchange arrangements, was obliged to use the 
normal import auction system. Existing subsidiaries of overseas firms 
allowed to import additional capital equipment under the special exchange 
regime—with medium-term finance arrangements and at a favourable rate 
of exchange—were in effect being offered profitable arbitrage operations, 
since cash transferred to the Brazilian companies through the free market 
could then be used to pay for equipment, frequently at less than half the 
foreign exchange cost. Inevitably, the granting of these privileged facilities 
was strongly criticized by local industrialists. As the country’s repayment 
obligations mounted and the balance of payments deteriorated, the authori- 
ties became increasingly selective, concentrating on projects that promised 
to save foreign exchange through the displacement of imports by local 
manufactures. In the event, total foreign investment under the develop- 
ment plan in its first four years of operation reached $1,540 millions, of which 
$314 millions was in the form of direct investment and the remainder 
financed under special import arrangements with terms extending up to 
ten years. The Development Council’s original estimate of foreign invest- 
ment under the plan is, therefore, likely to be achieved; it is also likely 
that, as originally envisaged, only half of this total will represent exchange 
liabilities falling due within the term of the present plan. 

Perhaps the most striking example of this forced industrialization is the 
automobile industry. Under plans formulated in 1956, nine motor vehicle 
plants and some 1,200 subsidiary factories have been built with the aid of 
foreign capital. Output has been raised from 30,000 vehicles in the first 
year to the current rate of about 140,000 vehicles a year. The industry 
has absorbed altogether, in direct investment and financing, some $500 
millions; its output accounts for about 5 per cent of Brazil’s gross domestic 
product. This year at least 90 per cent by weight of the vehicles produced, 
ranging from heavy lorries to the Toyota three-seater, will be of Brazilian 
manufacture. ‘To the observer from an advanced industrial country, where 
the emphasis in the car industry is on reaping the economies of large-scale 
production through standardization, the Brazilian industry appears highly 
uneconomic and seems likely to depend on the shelter of protective tariffs 
for many years to come. But although retail prices are high—about twice 
those in Britain, based on the free exchange rate—the industry has little 
difficulty in disposing of its entire production; in some cases, indeed, there 
is a waiting list of several months. It is estimated that by the end of this 
year the output of the industry since its inception will have amounted to 
the equivalent of $1,200 millions. The cost in foreign exchange, including 
royalties, repayments and other expenses, is put at some $500 millions— 
indicating a net saving in foreign exchange of perhaps $700 millions. 

In other lines, too, Brazil can show some impressive gains in production. 
Although the targets set out in the development plan were very ambitious, 
a considerable degree of progress has been made towards achieving them, 
particularly in the programmes for steel, electric power and roads. 
True, in some cases, such as wheat and non-ferrous metals, performance 
has fallen far below expectations. It is by no means certain, moreover, 
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that the state oil monopoly will be able to command sufficient resources to 
discover new oilfields in the vast Amazon basin before the one commer- 
cially productive field at present in operation in Bahia is exhausted. Never- 
theless, a new impetus has undoubtedly been given to the economy: in the 
past four years the rate of fixed capital formation, though less than the 
15 per cent thought necessary for self-sustaining growth, has never fallen 
below 12 per cent of gross national product—which has itself increased, in 
real terms, by an average of 6 per cent a year. ‘To-day, Brazil satisfies 
nearly all its consumer demand from domestic industry and the old pattern 
of imports has been radically changed and will never re-emerge. 


Underestimated Revenue, Overestimated Exports 


This progress, however, has been accompanied by severe financial dis- 
equilibrium internally, and a dangerous extension of Brazil’s short-term 
foreign exchange obligations. The financial requirements of the Govern- 
ment to meet ordinary expenditure and to provide funds for capital invest- 
ment, have been consistently underestimated; in consequence budget 
deficits in the past four years have amounted to 45, 39, 26 and 15 per cent 
of the actual revenue. ‘The steady increase of Government expenditure 
has been accentuated by the policy of stocking surplus coffee—at a cost, 
last year alone, of nearly 50,000 million cruzeiros, one-third of the original 
budgeted receipts. ‘The result has been a constant recourse to the printing 
press: last year there was a record expansion in the note circulation of 
nearly 25 per cent and an increase in the total means of payment of 44 per 
cent. ‘This inflationary financing has had its inevitable effect on the general 
price level—the cost of living increased by over 50 per cent in Rio de 
Janeiro last year, making a total increase over the last four years. of more 
than 200 per cent. Because of this instability in the cost structure, virtually 
every development project has run into a financial crisis at some stage, 
construction has been slowed down or even stopped and, as a result, the 
real costs have been considerably increased. 

Brazil’s capacity to import during the five-year development period was 
estimated at a time when record coffee prices prevailed, but since 1956 the 
country’s terms of trade have deteriorated continuously and export income 
has declined from $1,480 millions in 1956 to $1,280 millions last year. 
Since the overall surplus of $194 millions recorded in 1956 there have 
been three successive overall deficits in the balance of payments, amounting 
to $180 millions, $253 millions, and $154 millions respectively. Last 
year and again this year the deficit has been largely financed by short-term 
borrowing overseas, principally in the form of swap operations. ‘Thus, to 
the heavy exchange obligations arising from the specially financed importa- 
tion—amounting to some 25 per cent of estimated export income over the 
next three years—has been added the burden of this short-term balance of 
payments financing. ‘The exchange rate for the cruzeiro in the free market 
has soared from 183 to the £ at the end of 1955 to 549 to the £ at the end 
of 1959; at the beginning of last month it was 520 cruzeiros. Brazil’s open 
dispute with the International Monetary Fund in the summer of 1959— 
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when she refused large stabilization credits because the IMF made them 
conditional on the adoption of certain measures which would have slowed 
down the expansion programme considerably—has isolated the country 
from the various international and American financial institutions from 
which assistance would normally have been available. Recently, indeed, 
repayments have exceeded new credits from these sources. The six- 
month credit (of $47.7 millions) that Brazil obtained from the Fund in 
May is no more than a recognition of this fact. Any change in the attitude 
of these institutions towards Brazil will probably depend on the outcome of 
the Presidential election to be held on October 3, and on the character of 
the new administration that emerges. Some major changes in top per- 
sonnel are inevitable since President Kubitschek is debarred by the con- 
stitution from running for a further term of office. 

Whatever the outcome of the election, the broad lines of economic 
development seem likely to remain the same. ‘The expansion programmes 
of the basic industries, the founding of the new capital, Brasilia, and the 
creation of a domestic automobile industry have fired the imagination of 
the nation. But the change of Government may allow greater weight to be 
given to the dangers of attempting to force the pace of development, dangers 
that undoubtedly are beginning to be recognized more widely. Hence 
more emphasis may tend to be placed (quietly) on the need for consolida- 
tion. More reluctantly, the fact may also be accepted that only a thorough- 
going revision of policy—including particularly the reorganization of 
Government services, strict regulation of the money supply, greater em- 
phasis on agricultural production, elimination of subsidies and price con- 
trols, and a reform of the complicated exchange structure—will affect the 
much-needed rapprochement with the IMF and the American financial 
institutions. True, some hopes may be pinned to the programme of 
mutual aid proposed recently by the United States, and hastened by the 
coup in Cuba. The motives behind any such aid from America would, of 
course, be political rather than economic. But, even if such help were 
forthcoming on a substantial scale, the economic policies pursued in Brazil 
in the last eighteen months will have left a legacy of many difficult problems 
for the new administration when it takes office in January. 
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Monetary Thought and Monetary 


Policy in England 


The thirteen months that have elapsed since the publication of the Radcliffe 
Report have witnessed one of the most earnest—and potentially one of the 
most fruitful—periods of controversy that have punctuated the evolution of 
monetary thought (and policy) in England. Last month Professor R. S. 
Sayers, one of the two economist members of the Radcliffe Committee, made 
this evolution the subject of his Presidential Address to Section F of the 
British Assoctation. He thereby threw some new light on the stepping-stones 
by which the Committee had advanced to its central thests—that “ general 
liquidity’, not the supply of money, should form the centrepiece of monetary 
action. The dominant influence that Professor Sayers exerted over the Com- 
mittee 1s at once apparent—both in the power with which the case is argued 
and in the occasional extravagances (“‘ bank deposits [may have] become the 
small change of the monetary system”). Unquestionably, Professor Sayers 
has written a paper of great scholarship and great penetration, throughcut 
provocative and stimulating—not least in challenging the view (so automatically 
accepted by bankers) that by offering higher rates the banks would not—in 
total—attract more deposits. ‘The Banker is pleased to reproduce it in full. 


By R. S. SAYERS 





HE purpose of this paper is to 
review certain basic notions that 
have underlain English monetary 
policy during the nineteenth and twen- 
tieth centuries. I shall contend that the 
theoretical approach to the problems of 
policy needs redirecting in the light of 
changes in the institutional and political 
environment. I[ have nothing revolu- 
tionary to say: the redirection which I 
suggest implies no condemnation of the 
good sense of our forefathers. I shall 
not call in question their insistence on 
the connection between the internal and 
external objectives of monetary policy, 
but shall confine myself to the con- 
siderations relevant to a closed system. 
Throughout the period—we can date 
it from the Bullion Report of 1810—the 
broad approach of every generation has 
been a Quantity Theory approach. I 
take this in the most general sense of a 
belief that the value of money is de- 
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pendent, to an important extent, on its 
quantity, and that therefore some control 
of the supply of money is an essential 
pre-requisite of any sensible monetary 
policy. The Quantity Theory, in all its 
simplicity, has great attraction. It is a 
supply-and-demand analysis, with a 
demand schedule whose peculiarity de- 
rives directly from the concept of money 
not as an object of exchange but as the 
medium of exchange. That this is only a 
small part of the truth is acknowledged 
even by those economists who rate it 
most highly, and I should be guilty of 
travesty if I were to accuse authoritative 
writers of allowing the Quantity Theory 
to monopolize their thoughts on mone- 
tary action. But I am going to suggest 
that we should all have a clearer view if 
we went back to the starting-point and 
looked afresh at the basic concepts. We 
must go back to the nature of money 
and demand for it. 





bd 


The word “‘ money ” is used in two 
senses. Money is the standard by which 
we measure the exchange values of things 
and in which debts are denominated. 
This is the abstract sense in which we 
use the term; we know what pounds, 
shillings and pence are, in the sense 
that we know they are the units in which 
debts and prices are stated. We run into 
difficulties—the familiar index-number 
problem, on which I shall not comment 
—when we begin to generalize about 
*‘the value of money ”’’, still using the 
word “‘ money ”’ in this abstract sense, 
but at least there is no doubt about what 
is the “‘ money ”. When we say that our 
economic system has acquired its present 
shape on the basis of a general assump- 
tion that the value of money is reasonably 
stable, it is of this abstract sense that 
we are thinking. Yet when we say that, 
in order to achieve this stability in the 
value of money, we must control the 
supply of money, we have switched 
away from the abstract sense of money 
to its other, concrete sense. For by 
“control of the supply of money ” we 
mean control of the availability of certain 
assets which are used as media of ex- 
change and stores of value. We have 
switched from an unambiguous abstrac- 
tion to a class of marketable objects 
whose boundary has neither sharpness 
nor certainty nor permanence. And we 
have arrived at one of the perennial 
questions of controversy: the question 
of what assets are, and what are not, 
included in the “‘ money ” category. I 
suspect that, because money in the 
abstract sense is an unambiguous con- 
cept, people have subconsciously believed 
that there must also be a simple answer 
to the question of what is money in the 
concrete sense. They have been looking 
for a sharp line of distinction where only 
Marshallian shading has reality. _This 
pursuit of a will-o’-the-wisp has had its 
effects on discussions of policy, for people 
have been too ready to believe that 
there is an identifiable quantity the con- 
trol of which is all-important. 


The difficulty of identification has de- 
rived from the twofold nature of money 
(we are now speaking only of the con- 
crete sense) as a medium of exchange 
and as a store of value. Money is both 
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these. An asset which entirely ceases to 
be a store of value ceases to be used as 
a medium of exchange, as has been seen 
wlien a money is rejected in the final 


stage of hyper-inflation. There are 
articles which are stores of value but 
are clearly not money because they are 
never used as media of exchange. But 
are we to label as money all other stores 
of value, that is to say all those which 
are ever brought into use, whether com- 
monly or occasionally or only rarely, as 
media of exchange ? The usual answer 
is that we should include as money only 
those assets which are commonly used 
as media of exchange. Resort to the 
adverb ‘“‘ commonly ”’ at once emphi- 
sizes the absence of any sharp line of 
distinction. Are balances in a clearing 
bank to be labelled money while deposits 
in the Post Office Savings Bank are not ? 
I find it impossible, on the evidence of 
recent practice, to find any watertight 
reasons for so distinguishing. It is some- 
times supposed that the distinction can 
be made to turn on the simplicity of the 
procedure for transferring the asset. 
When I take a coin or a note out of my 
pocket, and hand it across the counter, 
I am using money to make a payment. 
When I draw a cheque on a current 
account at a bank, economists would 
certainly say that I am using money to 
make a payment. But if this act of 
writing an instruction to a bank is a use 
of money, why not also written instruc- 
tion to the Post Office Savings Bank or 
a Building Society ? And what could be 
more simple than the showing of a con- 
sumer’s credit card ? Nor is it altogether 
satisfactory to retreat to the fact that 
many Post Office and Building Society 
balances lie for long periods undisturbed, 
for this is also true of many balances in 
the Clearing Banks. Especially this is 
liable to be true of deposit account 
balances, yet most economists would 
regard them as money, equally with 
current account balances, and the pro- 
cedure for paying them over to other 
people is scarcely less simple than draw- 
ing a cheque on a current account. 


Nor is there conviction in the notion 
that the line can be drawn by reference 
to whether interest is earned. Present 
English practice is that interest is not 











paid on current accounts, but this has 
not always been so, nor does it univer- 
sally apply in other countries where 
banking competition is more free. Even 
in present English conditions, large 
sums are held in current accounts as 
minimum balances, ordinarily undis- 
turbed, as inducement to the banks to 
operate accounts without charge: in- 
terest is thus virtually paid and offset by 
turnover charges. Whether the question 
of what is money is made to turn upon 
what has been common usage among 
economists, or on whether an asset is 
commonly used as a medium of ex- 
change, or on whether it yields interest, 
it is not possible to give an unambiguous 
answer. 


Liquidity: Wider Concept 


A similar attempt to escape from the 
difficulties of identification of money is 
to be found in the distinction sometimes 
drawn between “ active money” and 
‘““idle money ”’. The actual division of 
bank deposits into demand deposits and 
time deposits is often thought of as a 
statistically convenient approximation to 
an economically significant division into 
active money and idle money. But this 
distinction is at best misleading. No 
asset is in action as a medium of exchange 
except in the very moment of being 
transferred from one ownership to 
another, in settlement of some transac- 
tion, and no class of asset used in this 
way can logically be exchicded from the 
class of active money. Between trans- 
actions, all money is idle. Yet if activity 
is held to cover the state of being held 
in readiness against possible use in ex- 
change, then all monetary assets are 
active all the time. It is not merely that 
we cannot easily earmark for statistical 
assessment the quantity that is active: 
there is no such quantity, except in the 
ali-embracing sense of all those goods 
or claims regarded by their owners as 
potentially useful for settling market 
commitments. It is this wide concept of 
liquid assets that we must put, in the 
place conventionally occupied by ‘“‘ the 
supply of money’”’, as the monetary 
quantity influencing total effective de- 
mand for goods and services. And we 
must interpret it widely enough to in- 
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clude credit that can be brought into 
existence concurrently with a decision 
to exercise demand. 

When all the assets included in this 
class are reviewed in detail, we find that 
they include not only the deposit lia- 
bilities of banks but also the readily- 
callable liabilities of a large and widening 
range of other financial intermediaries. 
The ease with which these intermediaries 
enlarge their balance-sheet totals is as 
relevant to the monetary situation as is 
the behaviour of those financial inter- 
mediaries we call “‘ banks ”’. Nor should 
we limit the range to firms ordinarily 
regarded as financial intermediaries. 
Among firms whose main activity is 
manufacturing or trading, most do a 
great deal of lending and borrowing: 
they extend “trade credit” to their 
customers, and they take “‘ trade credit ” 
from their suppliers. Many are active 
on both sides of the account, and nearly 
all are involved in credit transactions on 
one side or the other. ‘The distinction 
between banks as creators of credit and 
other firms as users or intermediaries in 
the monetary field is if not completely 
false at least misleading. From the point 
of view of the pressure of effective de- 
mand, the crucial step is that which 
increases the power to acquire goods 
and services, on the part of people 
inclined to exercise it immediately; and 
banks are by no means the only firms to 
place this power in the hands of others. 


Trade Credit: Net Only? 


That trade credit, in the sense of credit 
granted by firms whose primary business 
is non-financial, is an effective element 
in the supply of purchasing power, is a 
view sometimes conceded but with the 
odd qualification that it is only “ net ” 
credit that counts in this way. If, for 
example, a statistical measure is sought, 
it is supposed that only the excess of a 
firm’s claims over its debts to others 
should be counted.* This is a position 
that cannot be sustained. We are think- 
ing of the power to exercise demand for 





* Cf J. Viner, Studies in the Theory of International 
Trade (1937). In the course of his review of the 
writings of the Banking School and the Currency 
School, Viner says (p 247) that ‘“‘ J. S. Mill went too 
far’? in including trade credit in the stock of pur- 
chasing power. But Viner concedes the substantial 
point later in the same paragraph. 








goods and services, and forthis purpose 
the gross total of trade credit is relevant. 
An entire closed circle of firms in manu- 
facturing industry may begin giving 
credit more freely, and all of them pro- 
ceed to place large orders with each 
other; there is no doubt about the in- 
crease in effective demand, although the 
increase in credit granted by all the 
firms together is balanced by the increase 
in credit taken by all the firms together. 
No one would seriously suggest that 
bank credit should be “ netted out ”’ by 
deducting the debts people owe to the 
banks, although one of the tables in the 
Radcliffe Report curiously errs in this 
way.* 

We should pause here to notice that 
a distinction between “ credit’”’ and 
‘“‘ capital ’’ is no more helpful in mone- 
tary analysis than is the distinction be- 
tween banks and other creators of credit. 
This distinction between credit and 
capital was vigorously argued in the 





* * Cmd 827 (1959), Table 22 (on p 171). That in 
twelve months no one should, to my knowledge, have 
drawn attention to the oddity of column (1) in this 
table, is a sad commentary on the extent to which the 
arguments used in the Report have been understood. 
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nineteenth century literature of the sub- 
ject, and there are echoes of it in those 
contemporary views that draw a distinc- 
tion between the ‘“ money market ”’ (or 
““ credit market’’) where the central 
bank has its business and, on the other 
hand, the “‘ capital market ’’ upon which 
the influence of the monetary authorities 
can only be indirect. It is better that 
we should think of a single market, or 
at least a single group of markets, in 
which immediate purchasing power is 
traded against claims whose variety, in 
maturity and in other respects, is infinite. 
In some countries this is a more imper- 
fect, in others a less imperfect market; 
but the important likeness that links all 
parts of the market is the trading of 
more immediately for less immediately 
available purchasing power. All partici- 
pants in the market are so trading; all 
are trading in capital in the sense of 
purchasing power, and none is trading 
in capital in the sense of goods. Each 
part of the market is as fundamentally a 
money market as any other, and each 
part of the market is just as much a 
capital market as any other. All are add- 
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ing to the supply of credit when the 
claims against themselves are more im- 
mediately useful than the other claims 
which are the trading counterpart. This 
supply of credit, which can be imme- 
diately used for exercising demand, is 
no monopoly of the banks; the power of 
the banks to create credit (and it is 
credit, not money, that is relevant here) 
thus provides no justification for control 
of the banks while other credit agencies 
are left uncontrolled. 


‘ Inherent Instability ’ 


A presumption in favour of dis- 
criminatory control of the banks can, 
however, be established if it can be 
shown that there is a sufficiently firm 
proportionality between the volume of 
bank credit and the volume of other 
credit. If, when bank lending is cur- 
tailed, other lending must necessarily be 
curtailed in equal proportion, the control 
of banks becomes a useful technique, on 
the administrative principle that their 
heads are the easiest to hit. If every 
firm dealing in credit always held abso- 
lutely stable the proportionate distribu- 
tions of its assets and its liabilities— 
that is to say, if balance sheets always 
had exactly the same _ structures—this 
proportionality of the supply of effective 
purchasing power to the supply of bank 
credit could be taken as the basis of 
policy. In fact, there are two important 
reasons why this strict proportionality 
cannot be assumed. The first is that in 
course of time people devise new finan- 
cial intermediaries; the efficiency of the 
financial system increases, and 
process tends to accelerate in a prolonged 
spell of business prosperity. The second 
—and in the short period relevant for 
most purposes of policy, this is the 
more weighty—the relative attraction of 
non-bank debtors varies according to 
the general trade prospect. ‘This is, of 
course, our old friend “ the 
instability of credit ’’; but it is important 
to recognize that in its modern form it 
refers not so much to bank credit as to 
the relation between bank credit and 
non-bank credit. At a time when, as an 
anti-inflation measure, the authorities 
are enforcing a restriction of bank 
credit, the apparently favourable position 
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of other debtors makes the extension of 
non-bank credit peculiarly easy, as we 
saw in England in the middle 1950s.* 
The important practical question is how 
easily one source of credit can replace 
another, and whether such a disturbance 
sets up any corrective process which 
will act quickly enough to be useful for 
purposes of policy. 

Before I turn to this fundamental 
question, I must refer to the use of 
another concept, deeply embedded in 
the literature of our subject. This is 
the velocity of circulation. I have 
hitherto been formulating monetary 
phenomena by referring to the supply 
of and the demand for various assets and 
liabilities ; but many writers have thought 
it more convenient to refer to variations 
in demand as variations in the velocity 
of circulation of money. They think of 
people not as wanting more or less 
intensely to hold money but as being 
less or more quick to pass on money in 
exchange for goods and services. Put 
like this, the one concept is simply the 
reciprocal of the other, and it does not 
matter which we use. I myself prefer 
to think in terms of the demand for 
money balances, because the term “ ve- 
locity of circulation’’ implies closer 
analogy with a physical process than I 
can find in the working of the monetary 
system, and I notice that when econo- 
mists seek to explain changes in the 
velocity of circulation they at once begin 
to talk about the intensity of the demand 
for money. Like houses and other 
assets, money is not going round steadily 
all the time. Instead—again like houses 
and other assets—it is always resting in 
the ownership of one person or another, 


, save for the isolated moments when it 


changes ownership. What people mean 
when they say that the velocity of cir- 
culation has increased is that the volume 





* No comprehensive statistics of trade credit exist, 
even for joint-stock companies. For companies 
quoted on the Stock Exchange and engaged in manu- 
facturing, building and distribution, however, some 
figures can be extracted from the investigations made 
by the National Institute of Economic and Social 
Research. For these companies, the balance sheets 
relating to late 1956 showed trade creditors £2,050m, 
as compared with £444m bank loans, and trade 
debtors £2,609m as compared with £649m cash and 
bank balances. ‘The swings in these figures for trade 
credit, from one year to another, also dwarf changes 
in the bank credit and bank balances employed by 
such companies (v. Radcliffe Report. Cmd 827, 
paras 297-311). 








of transactions has increased relatively 
to the stock of money (in some sense), 
or that the national income has increased 
relatively to the stock of money (the 
ratio more specifically referred to as the 
‘income velocity of circulation ’’). As 
a label for the purely statistical pheno- 
menon of the ratio of one quantity to 
another, the term velocity of circulation 
is harmless enough and so well estab- 
lished in the literature that it would be 
foolish to refuse the convenience of 
using it. The trouble begins when we 
jump to the conclusion that a rise in the 
_ ratio of payments to bank deposits means 
only that firms have decided to put their 
bank deposits to faster use, whereas 
much of what has happened is that 
firms have decided to give more credit 
and people have shifted some of their 
savings into the hands of more nimble 
intermediaries. ‘The artificiality of the 
concept lies, in short, in its reliance on 
a distinct and identifiable category of 
money; and one danger in using it lies 
in its encouraging us to overlook the 
relevance, to the pressure of total de- 
mand, of sources of credit outside this 
defined category. A further danger is 
that the definition normally used being 
either bank deposits plus notes, which 
(particularly the notes) come fully into 
action only late in productive processes, 


a rise in the velocity of circulation is a / 
phenomenon that lags behind a rise in *‘ 


the disposition to spend. The existence 
of this lag should warn us against undue 
reliance on any corrective mechanism 
set up by “a rise in the velocity of 
circulation ”’. 


Velocity No Anchor 


The basis of such a corrective me- 
chanism is sometimes represented as the 
anchorage of the velocity of circulation 
in the peculiar demand for the medium 
of exchange. Our examination of the 
nature of money and of the demand for 
it has however warned us that there is 
no single asset or group of assets that 
uniquely possesses a uniform monetary 
quality that is totally absent from all 
other assets. Except for purely didactic 
purposes it does not help to talk about 
a normal velocity of circulation any more 
than it helps to say (which is the same 


~ 


thing) that the elasticity of demand for 
money is unity. On the other hand, 
convenience in settling transactions is 
an important quality in a monetary asset; 
various monetary assets have this quality 
in varying degrees. If money income 
rises, or if the supply of some of these 
assets falls, people will feel some lack of 
this convenience in relation to the con- 
tingent needs against which they hold 
such assets, and this is the substance to 
which economists refer when they as- 
sume a certain normality in the velocity 
of circulation. But we must remember 
that many assets have the monetary 
quality in varying degrees; if, as the 
supply of some of them falls relatively 
to income or turnover, others can easily 
be increased, the sense of inconvenience 
is minimized, and we have to ask our- 
selves whether it remains. effective 
enough to be interesting. We are in 
fact back at our major question of the 
relation between supplies of different 
classes of monetary assets, having merely 
reformulated, with the help of the con- 
cept of the velocity of circulation, the 
problems we had already traversed. 
In our own time most attention has 
been given to a comparatively late link 
cin the chain of argument: the question 
\of how, as the supply of monetary assets 


< becomes less adequate, increasing incon- 


venience manifest in rising interest rates 
provokes a fall in total demand. Al- 
though this part of the argument has 
always had some attention, the almost 
exclusive concentration upon it is some- 
thing of a post-1920 novelty. In the 
great controversies of the nineteent 

century the prior question of the relation 
between varied monetary assets was 
always well to the fore. In the early part 
of the nineteenth century one of the 
major questions related to the connection 
between the Bank of England’s note 
issue and the issues of the country banks. 
Thornton, in his Paper Credit (1802), 
had developed the view that the issues 
by the country banks were substantially 
governed by the Bank of England’s 
issue.* He may have been wrong in his 
opinion, but he certainly regarded it as 
important, because he regarded both 





*H. Thornton, An Enquiry into the Nature and 
sews of the Paper Credit of Great Britain, pp 
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kinds of notes as money, the supply of 
which was relevant to the price level. 
When the Bullion Committee (of which 
Thornton was a member) in 1809-10 
investigated the depreciation of the 
pound, they adopted this view in one of 
the more emphatic statements in their 
Report,* but only two pages later they 
carefully explained the power of country 
bank-notes permanently to displace Bank 
of England notes.t They also noted the 
importance of increasingly effective use 
of bank deposits in circumscribing the 
real demand for bank-notes. In the con- 
troversy which raged round the Report, 
and more especially in the controversies 
of the next three decades, the relation 
between country notes and Bank of 
England notes continued to be hotly 
debated. ‘There were no indisputable 
statistics that could be used to help 
settle the argument, just as in our own 
day there are not yet statistics to enable 
us to convince each other whether or 
not the liabilities of the clearing banks 
are absolutely crucial to the behaviour 
of the wider structure of credit. 


Control of Note Issue 

In the next generation the most hotly 
debated question was the regulation of 
the issue of bank-notes. In this phase— 
the Currency School and Banking School 
controversy—those who argued for strict 
regulation of the issue of Bank of Eng- 
land notes were no longer prepared to 
rely upon any automatic dependence of 
country issues upon Bank of England 
issues. ‘They argued for—and obtaired 
—strict and direct limitation of the 
country issues. But this relation of 
country to London issues of notes now 
scarcely held the centre of the stage. 
The _main_dispute now raged round the 
position of other claims—bank deposits, 
bills of exchange, and trade credit 
generally. The Currency School argued 
for strict regulation of the issue of bank- 
notes. ‘The Banking School, more dif- 
fuse in their remedies for economic 
instability, were united only in their 
negative view that the Currency School 
remedy was invalidated by the fact that 
bank-notes formed neither the only nor 





* In the opening of their Section IV. 
t+ Cf Thornton’s Chapter IX, where qualifications 
are as abundant as in any modern survey. 
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the governing part of the supply of pur- 
chasing power. ‘The use of bank de- 
posits, bills of exchange and other forms 
of credit as substitutes for bank-notes 
had long been acknowledged in the 
literature; on the historical order of 
events as we know them, it might rather 
have been argued that bank-notes were 
a substitute for bills of exchange. But 
now that a strong case was being made 
for strict control of the supply of money, 
the question which was money and 
which was not money became of high 
practical importance; moreover, the 
spectacular growth of banking was em- 
phasizing the weight of bank deposits in 
the total circulation. 

The simplest Currency School view 
was that only gold. and notes were 
money, and that therefore the circulation... 
of gold and notes together should be 
made to reflect the changes in the gold 
supply; this is, as you know, the essence 
of the 1844 Bank Act. But this is doing 
the Currency School less than justice. 
Its protagonists did acknowledge the 
relevance of banking and other credit, 
but some took the line that if notes were 
strictly controlled, deposit banking 
should be kept in order by some other 
measures ; others argued that the velocity 
of circulation of banking and other 
instruments was comparatively. so low 
that these were unimportant parts of 
the money supply; again others argued 
that, since gold or notes could be de- 
manded in all final payments, the pres- 
sure of purchasing and economic activity 
could never for long get out of line with 
the supply of the basic monetary instru- 
ments. It was this last view that was 
destined to dominate many decades; it 
prevailed against the Banking School 
view that the components of the money 
supply were so many and varied, and 
such effective substitutes for each other, 
that any attempt to control their quantity 
was doomed to failure, and would prob- 
ably aggravate economic crises. 


The prevailing doctrine—which gave 
Britain its basic monetary laws for 
seventy years—depended on the fact 
that gold or Bank of England notes 
could be demanded in all final payments. 
This derived not merely from the law 
of 1833: it was deeply rooted in the 
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country’s practice for a long time before 
that. This singular quality of gold and 
notes became directly important as soon 
as a general breakdown of credit de- 
veloped: at other times bank deposits 
and bills of exchange were generally 
good enough, but in a crisis a business 
man had to be able to put his hands on 
notes or gold, or he risked bankruptcy. 
As long, therefore, as a financial crisis 
was thought a possibility, bankers and 
other granters of credit paid some 
regard, in the conduct of their lending 
business, to the state of the Bank of 
England’s reserve. And just in these 
decades Bank rate movements were 
beginning to be employed by the Bank 
of England as the method of protecting 
the Reserve. A rise in Bank rate became 
all-important as an index—a warning 
that a breakdown of credit, followed by 
a disastrous spell of depressed markets, 
might be just round the corner.* ‘The 
Banking School were right in empha- 
sizing the variety and the importance of 
sources of credit, but the Currency 
School were right in arguing that the 
superstructure of credit could not for 
very long get out of line with the supply 
of the basic money, the gold and bank- 
notes. In this situation, the broad line 
of argument developed in the first part 
of this paper was not important. But 
the economy was distressingly unstable. 


Lender of Last Resort 

It was also one in which some of the 
most relevant circumstances were chang- 
ing. If it was right to assume that the 
superstructure of credit could not for 
very long get out of line with the supply 
of basic money, experience very quickly 
showed that the possible time-lag could 
be of devastating importance. Partly 
because the Bank of England was not 
using its warning signal promptly enough 
and partly because the underlying causes 
of instability were very strong, crises of 
the first order of magnitude recurred in 
1847, 1857 and 1866. ‘This experience 
led the authorities to modify the Cur- 





* This interpretation of the modus operandi of Bank 
rate at this time is convincingly argued by A. B. 
Cramp in his article, ‘‘ Horsley Palmer on Bank Rate ”’ 
(Economica, November, 1959), and in his unpub- 
lished PhD thesis (London), ‘‘ Opinion on _ the 
Operation of Bank Rate, 1822-60”. [See also 
** Radcliffe’s Victorian Forebears’”’, The Banker, 
September, 1960.—EDITOR.] 


rency School policy to the extent of 
admitting that the Bank of England 
must act as a lender of last resort to 
prevent breakdown of the system. ‘The 
crisis of 1866 was the last of the old 
kind, and Bagehot’s writings ensured the 
respectability of the new policy. Never- 
theless, Bank rate continued to retain 
something of its power as a warning 
signal internally: this was partly because 
memories of the old-fashioned crises 
lingered on, and partly because, although 
it ceased to portend a breakdown of 
credit, a high Bank rate was still apt to 
portend a spell of trade depression. Not 
until the effective adoption of Full 
Employment policies was the warning 
power of Bank rate reduced to a ghost 
of its old self. 

The scene was also changing in that 
the internal effects of Bank rate were 
becoming relatively unimportant. In the 
second half of the nineteenth century 
London’s power as an_ international 
financial centre grew fast, and the Bank 
of England was enabled to perform its 
duty of keeping the pound on gold by 
operating principally on the international 
capital position.t (This had always been 
an element in the modus operandi of 
Bank rate, but in the period 1860-1914 
it became the principal element.) Some 
of its direct influence as a signal for 
business men remained, as I have sug- 
gested above; more importantly, the 
disturbance of the international capital 
situation disturbed investment in the 
developing countries overseas, with 
severe repercussions on the trade of the 
home country. Just how much monetary 
conditions really affected the trade cycle 
it is impossible to say; if we are looking 
only at the last few decades before 1914 
I find myself much in sympathy with 
Rostow’s view of “‘ an essentially nega- 
tive element ”’,[ for the rise in interest 
rates often waited until the boom was 
already cracking, and merely ensured 
that the depression should be severe. 
However, without going as far as this 
we must still admit that the quick power 





+ For a contemporary exposition, see e.g. G. Clare, 
A Money Market Primer, 2nd edition, 1905, especially 
pp 103-107 (on effects on international movements) 
and 36 (for attitude that no disturbance of the internal 
economy is sought). 

t W. W. Rostow, British Economy of the Nineteenth 
Century, p 57. 
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of Bank rate on the international capital 
position was the dominant feature, and 
this change of emphasis was duly re- 
flected in the dwindling literature on 
monetary questions. Bank rate as the 
controller of international gold move- 
ments came to occupy a leading place in 
expositions of the monetary system; the 
Quantity Theory and the 1844 Act re- 
mained alongside the discussion of Bank 
rate, but the old and the new were in 
this phase never really integrated. It 
was the literature of this phase that was 
more or less my introduction to the 
subject, and I well remember my first 
impression of confusion, whether a rise 
in Bank rate increased the quantity of 
money (which seemed to be the result of 
attracting gold) or decreased the quan- 
tity of money (which seemed to be a 
necessary part of the deflation a rising 
Bank rate was supposed to provoke). 
My teachers soon put this right, but 
when I look back at the pre-1920 litera- 
ture I am not surprised at my early 
. difficulties. 

The main development of monetary 
thought in the course of the 1920s was 
the integration of these various elements 
into a single coherent body of theory. 
The development originated mainly, I 
believe, in the pre-1914 academic ac- 
tivity in the study of the trade cycle, 
though there was also powerful stimulus 
from the international monetary strains 
of the 1920s themselves. Having regard 
to what we know Marshall to have been 
thinking at the turn of the century, it 
is not surprising that the reshaping of 
monetary thought in the next genera- 
tion was largely the work of Marshall’s 
successors, especially Lavington, Keynes 
and Robertson; and we must not forget 
that English economists were beginning 
to notice the work of Wicksell and his 
followers on the Continent. 

As a survey of this kind must neces- 
sarily concertina many intricate episodes 
in the history of thought, I will sum- 
marize these developments of the 1920s 
simply by reference to the form in which 
they emerged, at the end of the decade, 
in Keynes’s Treatise on Money. 'The 
Treatise has between its covers many 
strands of thought, as those who were 
students in those days will remember 


too well; but for our present purpose 
we may confine our attention to two of 
them. The first is that the demand for 
money was refashioned by looking at 
money primarily as one among other 
stores of value, the preference for the 
peculiar convenience money possesses 
being weighed in the manner traditional 
in the ordinary theory of value, against 
the interest that could be obtained on 
the other stores of value. The second 
idea we must notice was, along Wick- 
sellian lines, that the rate of interest 
influenced the balance between the de- 
mand for capital and the willingness to 
lend, thus providing a mechanism where- 
by the supply of money (and the demand 
for it) was linked with the pressure of 
total demand and so wich movements in 
the general level of prices. 


Liquidity Preference 


The first of these developments—the 
liquidity preference theory of interest— 
represented a clean break from the Quan- 
tity Theory, in that money, ceasing to 
be a pure medium of exchange, ceased 
to have that freakish unit elasticity of 
demand, and became something whose 
value was determined in a way we need 
not feel strange when we had just been 
learning a more universal Theory of 
Value.* But in his formulation Keynes 
preserved his links with tradition by 
notionally dividing money into “ active 
money ”’, whose elasticity of demand 
was unity, and “idle money” the 
utility of which behaved in the more 
ordinary way and had to be balanced 
against the interest that could be earned 
by holding bonds. For the purpose of 
establishing his main _ propositions 
Keynes need not have made this bow 
to his ancestors, but he did, and I 
suspect that life would be easier if we 
forgot about it; I have already noted 
the artificiality of the distinction. How- 
ever, its use did facilitate demonstration 
of an equilibrating mechanism in the 
system. A rise in prices increased the 
amount of active money needed, the 
money available for idleness was thus 
reduced, the demand for bonds there- 
fore fell, the rate of interest rose, de- 





*Cf J. R. Hicks, “‘ A Suggestion for Simplifying 
the Theory of Money ”’, Economica, February, 1935. 
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mand for capital goods was checked— 
and so the rise in prices was stopped. 
This is the Keynesian system of 1930 in 
baldest form, and the précis omits many 
sources of friction continually empha- 
sized by Keynes. In terms of practical 
policy, the analysis did point advantage 
in control of the supply of money; to 
Keynes this meant control of the supply 
of bank deposits, and his attention to 
such subjects as the cash ratio in banks 
and central bank operations is always 
related to this. He emphasized through- 
out—and this is a big step beyond the 
Currency School position—that there 
is a dangerously long time lag between 
movements in “‘ bank-money ”’ (i.e. bank 
deposits) and the corresponding move- 
ment in notes, “‘ so that a control over 
the volume of notes operates too late— 
after the evil has been done by a change 
in the volume of bank money which may 
have taken place some months earlier ”’.* 
He went further and, emphasizing the 
crucial position of the rate of interest in 
the equilibrating mechanism, urged cen- 
tral bankers to think more directly in 
terms of forcing the rate of interest to 
behave in the required way.t 


Keynesian Scepticism 


This was, of course, not the end of the 
Keynes story, and in the General Theory 
(1936) Keynes developed ideas that 
drastically modified the picture of the 
economic system as a self-stabilizing 
system. Particularly, he argued certain 
consequences of the shortcomings of the 
rate of interest as part of the equilibrat- 
ing mechanism: the liquidity trap and 
the notion of an underemployment equi- 
librium came in. Like the Treatise 
before it, the General Theory bristled 
with ideas, many of which were hotly 
disputed; but both in his 1930 emphasis 
on the rate of interest as a crucial cog 
in the mechanism and in his subsequent 
relative loss of faith in its efficacy Keynes 
had wide following. In such investiga- 
tions as they were able to make, the 
Radcliffe Committee found a good deal 
of support for the later Keynesian view. 
In this sense the scepticism of Radcliffe 





* Vol. II, p 264. 

¢t Vol. II, pp 369-374; cf Report of the Committee 
on Finance and Industry (‘‘ Macmillan Report ’”’), 
Cmd 3897 (1931), para 359. 
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is Keynesian, but in certain other re- 
spects—and here I am thinking of parts 
of the Treatise that Keynes did not 
revise—the Radcliffe view of the eco- 
nomic system is quite unlike that of 
Keynes. 

The break from the Keynesian expo- 
sition may perhaps best be seen by 
exaggerating it, imputing to Keynes a 
simplicity that was never his. Keynes 
was thoroughly traditional in drawing a 
sharp line between money and other 
assets. ‘To him money had changed 
from being coin and notes to being 
notes and bank deposits, notes being the 
small change of ‘‘ bank money ”’. In his 
model, there are four major classes of 
assets: cash, bank money, bonds, and 
others; there are central banks (whose 
liabilities are cash), there are banks 
(whose liabilities are bank money and 
who are holders of cash and bonds as 
well as other assets) and there are non- 
banks (i.e. corporations and individuals 
who are holders of cash, bank money, 
bonds and other assets, and who are 
also much concerned with spending on 
‘real’ assets). A distinction between 
money and bonds is that the former is 
useful for payments and the latter are 
not; another distinction between them 
is that bonds do and money does not 
carry interest. With this classification 
and some reliance upon the interest rate 
as a balancer of savings and investment, 
we can make a coherent working model, 
useful for explaining how policy should 
be shaped. 

But the world in which we live lacks 
these sharp distinctions. And, remem- 
bering that for purposes of policy we 
must get as close as we can to the points 
of business decision, the more we try to 
eliminate dangerous time-lags, the more 
blurred the distinctions become. There 
is no clear line between purchasing 
power that carries no interest and 
interest-earning assets that have no 
influence on purchasing power. ‘‘ Com- 
mercial banks” shade into industrial 
banks, savings banks and building so- 
cieties, and these into a host of other 
financial intermediaries; the liabilities of 
these are close substitutes for each other, 
so that a clamping down on one group 
will not create such an abrupt scarcity of 





liquidity as will have a worthwhile im- 
pact on the pressure of total demand. 
(This is, of course, the kind of argument 
) that was being used by the Banking 
) School a hundred years ago, when J. S. 
Mill and others pointed out that the 
substitutability of bank deposits for notes 
was high, whence they argued that a 
control of notes alone would be merely 
a nuisance. ‘Time’s answer to the Bank- 
ing School was the recognition that bank 
deposits were as good as notes, coupled 
with institutional arrangements for mak- 
ing good a Currency School contention 
that the supply of bank deposits was 
proportional to the supply of notes. 
Having got so far, we then got into the 
habit of saying that bank deposits were 
the important quantity, that our central 
banks should regulate the bank deposits, 
and that notes could be left to take care 
of themselves. 


Can we now, as a latter-day Currency 
School, argue that, although other finan- 
cial claims are good substitutes for 
money, we can rely upon the constancy 
of their ratio to the bank deposits we 
have learned to control? I doubt it. 
Or can we now, following those who 
taught us all about central banking, force 
the non-bank lenders into a pattern by 
imposing on them liquidity rules analo- 
gous to those whereby the clearing banks 
are controlled? ‘The Radcliffe Com- 
mittee looked at the question, and shud- 
dered. Or can we try to check the 
development of financial institutions, by 
proclaiming that none but the clearing 
banks may create money? ‘This is not 
just an idle fancy: our ancestors did 
something like this when they strangled 
the country note issue—but they did 
not stop the private creation of money. 
They could not stop it, because money 
is the creation of the public that chooses 
to impute certain qualities to certain 
claims. 


I have referred repeatedly to the Cur- 
rency School and Banking School con- 
troversy because I believe that the argu- 
ments of the last few years have very 
close parallels with that earlier con- 
troversy. The Currency School case 
depended on sharp lines of distinction 
and rigid proportionalities. The case 


was accepted as the basis for practical 
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policy; we muddled through the next 
hundred years partly modifying the 
policy, partly by imposing proportion- 
alities, and partly enduring disadvantages 


we no longer find tolerable. In modi- 
fication of the policy, we developed 
central banking to dull the terror of 
financial crises, and now we have gone 
much further by insisting that there 
shall be no trade depression. The age- 
old tendency of financial institutions to 
become more numerous, more varied, 
and more efficient, flourishes in an 
economy that avoids major breakdowns; 
the process is accelerated, and a policy 
that depends on a stable relationship 
between institutions becomes less and 
less realistic. 


Diverting Business from The Banks 


This is a negative conclusion, and it is 
because they took this view of the nature 
of money and the monetary processes 
that the Radcliffe Committee’s con- 
clusions appeared to give such little 
positive guidance. But even negative 
conclusions have their importance: we 
sometimes need to search around for 
something quite different which will get 
results. And the conclusions to which 
our general discussion points do, after 
all, have highly practical implications. 
To take a major point, restriction of the 
supply of bank deposits, if long con- 
jtinued, can be expected to become in- 


4) 


{creasingly ineffective as a curb on total 
‘demand, because the demand for liqui- 


dity can be so well satisfied from other 
sources. Worse than this, restriction of 
the banks will increase the opportunities 
for alternative lenders, so that the banks 
will lose ground to their competitors and 
the heads the government.can hit will 
become progressively less influential in 
the behaviour of the economy. Or to 
take another point, on which the Rad- 
cliffe Committee’s recommendation was 
grossly misrepresented in some quarters, 
consider the channels for local authority 
borrowing. The fact that Treasury bills 
are, and local authority mortgages are 
not, “liquid assets”? to the clearing 
banks has some very short period rele- 
vance, in that the banks are outstandingly 
efficient lenders, but if the market for 
credit is fundamentally a single market, 
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an addition of short government paper 
has much the same effect on the mone- 
tary situation wherever it is injected. 
Banks are not the only lenders sensitive 
to liquidity. 


Deposits: Small Change? 


Our analysis has its uses for bankers 
as well as for policy-makers. The Eng- 
lish clearing banks, acting as a cartel, fix 
the rate they pay on time deposits, and 
have only one class of such deposits: 
at seven days’ notice. ‘They are some- 
times urged to compete for deposits 
now going to building societies or hire- 
purchase finance houses by offering 
higher rates for longer periods. Against 
this proposal, it has been argued that the 
total of deposits in the clearing banks is 
fixed by the supply of “ liquid assets ”’, 
and that therefore the banks could get 
no more deposits by offering higher rates 
but would simply reduce their own 
profits. This over-simple argument can 
be made true only if we make certain 
assumptions about strictly rigid propor- 
tionality in the balance sheets of all sorts 
of firms and households, and insist that 
for one size of the national debt and one 
size of the national income there is only 
one possible size for the total of bank 
deposits. This is a particular mani- 
festation of the old idea that there is 
only one kind of money (in this case 
bank deposits) and that the demand for 
it is rigidly related to the national in- 
come. But once we admit that the lia- 
bilities of other institutions may be quite 
good substitutes for the liabilities of the 
clearing banks, and that business at- 
tracted by non-bank intermediaries 
affects the non-bank demand for national 
debt, the consequences of non-compe- 
tition by the clearing banks become 
expensive to them. By refusing to com- 
pete, they stand to lose a larger and 
larger proportion of the total lending 
business in the country. ‘To put the 
point in an extreme way, if the banks 
always ignored competition on the prin- 
ciple to which I have referred, their 
places as creators of the chief monetary 
assets would gradually be lost to other 
more aggressive financial intermediaries. 
And no doubt there would be quantity 
theorists a century hence to point out 


that the then predominant money (claims 
on the aggressive intermediaries) had 
increased roughly in proportion to the 
national income: they might even find 
that clearing bank deposits had become 
the small change of the monetary system! 

Or are we perhaps already there? If 
the crucial decisions to place orders for 
production depend “‘ upon the compo- 
sition of the spender’s assets and on his 
borrowing power and upon the 
methods, moods and resources of finan- 
cial institutions and other firms which 
are prepared (on terms) to finance other 
people’s spending ”’,* then in an im- 
portant sense bank deposits have already 
become the small change of the system. 
This is no fad of a theorist’s exposition, 
for its implications are surely lessons of 
the first importance to practical policy. 
For it means that there is no dependable 
monetary ceiling against which a boom 
will bump its head. As the boom rises, 
the sources of liquidity broaden, and 
the rising demand for the means of pay- 
ment comes too late and is too easily 
satisfied. It follows that a policy of 
stabilizing bank deposits and waiting for 
the expanding volume of payments to 
force interest rates upward, while in- 
tuitive central bankers try to be nimble 
in “following the market’’, is not 
enough; action would always be too late, 
as it was when strain on the note-issue 
was expected to set the corrective me- 
chanism in motion. If monetary policy 
is to be used at all, we must make it 
operate on as broad a front as possible; 
action on the supply of bank money 
must be thought of as purely incidental 
to a positive, aggressive and far-reaching 
interest-rate policy. How far we can 
depend on this is, as the Radcliffe Com- 
mittee emphasized,t a matter on which 
much more systematic investigation is 
required. If we want to catch up with 
events and accept the implications of 
Full Employment policy, we must ur- 
gently investigate the efficacy of a far 
more vigorous interest-rate policy than 
any we have yet seen, and, lest this 
should (as I expect) prove a non-starter, 
we must think again on how the flexi- 
bility of fiscal policy might be increased. 





* Radcliffe Report (Cmd 827), para 389. 
+ Ibid, para 474. 
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ABOUR Day came and _ passed 
re dispelling any of the 
gloom that had settled over the 
business community in July and August. 
Despite the reassuring bulletin on the 
economy’s health put out by Dr Saul- 
nier, the head of President Eisenhower’s 
Council of Economic Advisers, most 
businessmen—with a Presidential elec- 
tion less than two months off—pre- 
ferred to rely on their own reading of 
the facts. And most of the facts that 
came to their board rooms last month 
did not lend themselves to bullish inter- 
' pretations, as the behaviour of Wall 
Street attested. Taken together, they 
implied that the (seasonal) upsurge in 
business this fall was likely to be far 
less strong than had earlier been pre- 
dicted. 

Industrial production in August, as 
measured by the Federal Reserve 
Board’s index, was put provisionally at 
109, a point below the (revised) figure 
for July but still within the range 
109-110 established in February and 
March. The decline in August, the 
Board stated, was attributable princi- 
pally to a further falling off in steel 
output and to falls in the output of 
textiles, clothing, paper, chemicals, 
furniture and TV sets. The hesitancy 
evidenced in consumer buying in pre- 
ceding months seemed to be making 
itself felt at the factories. Although 
employment reached a new August peak 
of 68,282,000, the decline of 407,000 
from July was considerably more than 
could be explained by seasonal changes, 
even allowing for the unrepresentative 
timing of the July count. Similarly, 
the fall in unemployment, by 229,000, 
was much less than the normal seasonal 
movement (about 500,000) between 
July and August. In consequence, the 


seasonally-adjusted rate of unemploy- 
ment rose from 5.4 to 5.9 per cent. 

Unexpectedly, these signs that the 
economy was still softening were accom- 
panied by a sudden reversal in the 
trend towards cheaper money. By mid- 
September the three months’ Treasury 
bill rate had rebounded to 2.654 per 
cent from the low of 2.131 touched at 
the beginning of August, and yields in 
the bond market moved higher as cor- 
porations sold to meet tax and dividend 
payments and banks sold to build up 
their reserves. The need for such sell- 
ing by the banks caused some surprise 
in view of the steps taken by the Fed 
in August to expand their reserves. It 
appears, however, that the main way in 
which the authorities sought to aug- 
ment reserves—by enabling banks to 
include vault cash in excess of 1 per 
cent of net demand deposits, instead of 
2 per cent—benefited the country banks 
more than the City centre banks and 
thus, for a time at least, considerably 
softened the impact on the money 
market. Recognizing this, the Federal 
Reserve made subs antial purchases of 
bills in the middle of the month, raising 
the free reserves of the banks to $565 
millions; towards the end of the month 
money rates duly eased. 


Refunding Success 


The weakening of bond prices in the 
early part of last month provided an 
inauspicious background to the. Treas- 
ury’s first attempt at “‘ senior refund- 
ing ’’. It invited holders of some $10,800 
millions of medium-dated “ Victory ”’ 
bonds (specifically the 2} per cents 
1962-67, 1963-68 and 1964-69) to ex- 
change into longer-term issues (dated 


1980, 1990 and 1998 respectively) 


684 








Mm 2 


zs f S. 


2 aw Os Oo’ SS 


th = 


oO 


ad; 


gr 
ane 


ter 


Bu 


col 





carrying a 34 per cent coupon. It was 
stated that full allotment would be 
made on exchanges of the 1962-67s, but 
that exchanges on the other issues 
would be limited to a total of $4,500 
millions. The initial reaction of the 
bond market to the news of the offer 
(announced on September 9) suggested. 
that it would meet with a good response. 
This was confirmed a fortnight later 
when it was announced that private 
holders had agreed to exchange $3,400 
millions of the 23 per cent bonds— 
$2,100 millions for the 1998 switch. 

In a more limited sphere, the legality 


legislature last March to amend the 
state law forbidding the establishment 
of bank branches, or the acquisition of 
other banks, beyond the City limits 
was hotly challenged last month by the 
Franklin National Bank, one of the 
leading banks on Long Island. The 
bank’s suit has been delayed indefinitely 
by the State Supreme Court. Mean- 
while, another leading bank in Long 
Island (one of the rich residential areas 
towards which the big banks of New 
York City have been casting longing 
eyes), the Meadow Brook National 
Bank, announced that it was merging 





of the decision by the New York State with two smaller banks. 


American Economic Indicators 








1959 1960 
1957 1958 1959 
Dec May June July 
Production and Business: 
*Gross national product (billion $) 443 444 482 — 505 — — 
*Industrial production (1957 =100) 100 93 105 109 110 109 109 
*Gross private investment (billion $) .. 66.1 560 720 — 75.5 — — 
*New plant and equipment (billion $).. 37.0 30.5 325 — 37.0 — 37.5 
*Construction (billion $) 7 ;' 47.8 48.9 56.1 55.4 55.8 55.6 55.5 
Housing starts (000 units) n.a. n.a. 1,553 96.3 130.2 129.5 — 
*Business sales (billion $) 56.3 54.0 60.0 60.9 61.9 61.9 — 
*Business stocks (billion $) 90.7 85.1 89.4 89.4 93.2 934 — 
Merchandise exports (million $) 1,738 1,491 1,464 1,674 1,792 1,720 — 
Merchandise imports (million $) 1,082 1,070 1,268 1,478 1,260 1,313 — 
Employment and Wages: 
*Non-farm employment (million) S32 35 222 fe USlCUe 
2,936 4,681 3,813 3,577 3,459 4,423 4,017 


Unemployment (000s) 


Unemployment as % labour force... 4.3 6.8 5.5 a2 6CU St GD . 


Hourly earnings (mfg) ($) am 213 fas 28. Bae Ba 2ae 
Weekly earnings (mfg) ($) 82.39 83.50 89.47 92.16 91.37 91.60 91.14 
Prices: 
Moody commodity (1931=100){ FU8" 385 38839) b 375-378-373 371 
Farm products (1947-49= 100) 90.9 94.9 89.1 85.9 90.4 89.0 88.9 
Industrial (1947-49 = 100) 125.6 126.0 128.3 128.6 128.2 128.3 128.3 
Consumers’ index (1947-49 = 100) 120.2 123.5 124.6 125.5 126.3 1265 — 
Credit and Finance: 
Commercial bank loans (billion $) 93.9 98.0 110.8 112.0 113.6 114.8 114.1 
Commercial bank investments (billion $) 76.2 86.6 79.4 79.4 75.0 74.0 76.6 
Money supply (billion $) a .. 232.3 247.5 252.4 251.6 246.2 247.8 249.7 
Consumer credit (billion $) 45.3 45.6 52.0 52.0 52.8 535 — 
Treasury bill rate (%) .. 3.27 1.84 3.41 4.57 3.39 2.64 2.40 
US Govt Bonds rate "(% ) 3.47 3.43 4.08 4.27 4.16 3.98 3.86 


’ 41.194-7,286-8,006 —+4,378 
22°781 20,534 19.456 19,456 19,352 19,322 19,164 


amounts outstanding at the end of the 
period. Moody’s commodity index shows 
high and low 1957-59, and end-month 
levels. Money supply is total deposits 
plus currency outside the banks. Budget 
figures are cash totals. Quarterly figures 
are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 
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Federal cash budget (+ or —) (mill $) . 
US Treasury gold stock (million $) 


Nortes.—Starred items are _ seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1957-59 and then quar- 
terly figures at annual rates. Construction 
figures show monthly averages 1957-59. 
Business stocks, money supply, bank loans, 
consumer credit and gold stock show 





Friend in the East 
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When business takes you to the East you 
will find a friend in every major port of call 
and at every important inland commercial 
centre—the branch manager of The 
Chartered Bank. He is familiar with local 
economic conditions and opportunities for 
British trade: he can help you in many 
ways to make your sojourn worth while. 
There are a hundred or more branch 


THE 





managers of The Chartered Bank and its 
subsidiary, The Eastern Bank Ltd., 
actively promoting international trade in 
twenty-five territories from Cyprus to 
Japan. Their knowledge and experience 
sustain the extensive financial, advisory and 
credit information services, for merchants 
and manufacturers engaged in the Eastern 
trade, which are available at: 


CHARTERED BANK 


(Incorporated by Royal Charter, !853) ’ 
38 Bishopsgate, London, E.C.2 (Head Office) 
2 Regent Street, London, S.W.I - 52 Mosley Street, Manchester, 2 - 28 Derby House, Liverpool, 2 


THE EASTERN BANK LIMITED 
Z and 3 Crosby Square, London, E.C.3 (Head Office) 
Associated Banks: The Irano British Bank, Tehran and branches. Allahabad Bank Ltd., Calcutta and branches. 
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ARGENTINA 


Rebounding Imports—There was a 
sharp deterioration in the trade figures 
in the first half of this year, to a deficit 
of US $26 millions compared with a 
surplus of $127 millions in the corre- 
sponding period of 1959. Exports were 
10 per cent higher at $540 millions. 
But imports were no less than 55 per 
cent higher at $566 millions, reflecting 
a rebound from the severe contraction 
that took place in the months following 
the introduction of the stabilization plan 
at the end of 1958. Thanks to the 
growth of foreign investment, the dis- 
appearance of the trade surplus has not 
led to the emergence of a payments gap, 
but reserves do not appear to have been 
rising in recent months at the same rate 
as in 1959. 


Interest Rate Freedom—Following 
the decline in the interest rates charged 
by private lenders, the Minister of 
Economy, Sr Alsogaray, has _ restored 
the freedom of the banks to fix their 
rates of interest. 


AUSTRALIA 


Decimals in 1963 ?—The report of the 
independent committee on decimaliza- 
tion of the currency concluded, as onr 
last issue briefly recorded, that the 
adoption of a decimal system was 
desirable. It recommended that the 
change-over should take place in Febru- 
ary, 1963, and that the pound should be 
replaced as the basic unit by one equiva- 
lent to the present ten shillings and 
divisible into 100 cents. It estimated 
the cost of converting and replacing 
office machines at £A30-32 millions. 


Expanding Motor Output — Holden 
Motors, the US General Motors’ Aus- 
tralian subsidiary, has announced ex- 
pansion plans, aimed at raising produc- 
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tion capacity by 20 per cent, involving 
total outlays of £A15 millions. 


Export Demand Warning—In the 
first annual report of the Reserve Bank 
of Australia, the Governor, Dr H. C. 
Coombs, says that the most disquieting 
features in the financial year to June 30, 
1960, were the substantial rise in prices 
generally and the speculation in the 
markets for shares and land.  Signi- 
ficant gains in productivity were recorded 
and wages and profits rose strongly. 
Both consumption and investment ex- 
penditure rose significantly, particularly 
on consumer durables, motor vehicles 
and private building. ‘These increases 
were met largely by increases in domestic 
output, but imports rose by £A150 








GORAN EHRNROOTH 


Chairman of the Board of Management, 
Ab Nordiska Féreningsbanken, 
Helsinki, Finland 





millions to £A946 millions. Net capital 
inflow for the year increased by £A41 
millions to £A239 millions but there 
was a small fall in the reserves of {A4 
millions to £A512 millions. The full 
effect of the relaxation of import controls 
is not yet apparent—in the June quarter 
the annual rate of import flow had 
increased to £A1,020 millions per year. 
World demand for Australian exports, 
the report concluded, does not seem to 
be growing as fast as the need for 
foreign exchange to pay for these im- 
ports and meet other commitments. 


BELGIUM 
Capital Flight Ending ?—The flight of 


capital from the country touched off in 
June by Congo uncertainties showed 
signs of slowing down in the second 
half of August, when the central bank 
recorded the first increase in reserves for 
two months. 


Costing the Congo Break—In a speech 
to the Chamber of Deputies in support 
of a successful appeal for a vote of con- 
fidence, the Prime Minister, M. Eyskens, 
explained that rupture of financial rela- 
tions with the Congo would mean a 
drop of between BFrs 2,000 millions 
and BFrs 3,000 millions in revenue. 
In addition, Belgium was guarantor of 
about BFrs 10,000 millions of the 
Congo’s public debt of BFrs 54,000 
millions. Belgian investments in the 
Congo amounted, he said, to some 
BFrs 150,000 millions, of which some 
two-thirds was privately owned. 

The austerity plan to combat the 
effects of the Congo disaster which 
M. Eyskens subsequently announced 
included increased taxation and major 
Government economies, combined with 
measures to provide wider facilities for 
industrial development and for covering 
export credit risks. 


CANADA 


Bank Rate Down to 2}—The down- 
ward movement in interest rates in the 
United States has added its weight to 
other factors making for cheaper money; 
early in September the Bank rate, which 
floats at a distance of } per cent above 
the current Treasury bill rate, dropped 
to near 2} per cent, its lowest level for 
two years. The commercial banks have, 
however, showed some reluctance to 
respond to the drop in short-term rates 
by cutting their lending rates; they con- 
tend that the pressure of demand for 


loans is such that there can be little 
justification for making them cheaper. 


CENTRAL AFRICAN 
FEDERATION 


Mining Wages Raised—An agreement 
concluded between the African Mine- 
workers’ Union and the Chamber of 
Mines representing the main copper 
groups raises the basic pay of the 40,000 
African miners employed in the Northern 
Rhodesia copper mines by 15s a month 
and consolidates into basic pay the 
present 15s a month cost-of-living 
allowance. 


Local Loan—The Federal Government 
floated a £2.5 millions 5? per cent 1964 
loan on the local market at the end of 
August for financing development. 


“Protection”? Plea—The Southern 
Rhodesia Government has asked the 
Federal Government for major increases 
in tariffs and much more stringent im- 
port controls, on the grounds that these 
would greatly assist the expansion of the 
internal economy. But a consultants’ 
report on industrial policy prepared at 
the Federation Government’s request 
argues against the use of such import 
controls, recommending that flat pro- 
tection should only be given on a highly 
selective basis. 


CEYLON 


Foreign Capital Assurances—In his 
budget speech in the middle of last 
month, the Finance Minister, Mr F. D. 
Bandaranaike, said that foreign investors 
could be assured that the repatriation of 
dividends and eventually of capital 
would be freely permitted. He laid down 
broad fields in which the entry of foreign 
capital would be welcomed; in new in- 
dustries or industries in which the 
private sector in Ceylon had not already 
established itself, in collaboration with 
local enterprises, where it would lead to 
domestic manufactures being substituted 
for imports to the highest possible 
degree, where it would provide training 
for management and local skills. 


Increase in Taxation—Many new 
taxes were announced, including one 
ranging from Rs 250 to Rs 1,000 on all 
registered businesses, and another of 
Rs 50 annually on every Rs 10,000 of 
nominal share capital, excluding certain 
approved industries, co-operatives and 
government corporations, and Rs 15 per 
acre on persons owning more than 100 
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acres. Non-nationals resident in Ceylon 
for more than three months, with certain 
exceptions, will have to pay Rs 400 
annually for a visa, and a new tax was 
announced on _ professional people— 
lawyers, doctors, etc. ‘There will also be 
a surcharge of 15 per cent on income tax. 


CHILE 


Sterling Loan—The British Govern- 
ment has granted Chile a loan of £2 
millions as a contribution towards the 
reconstruction effort being made follow- 
ing the severe earthquake of last May. 


Copper Talks—Negotiations are in pro- 
gress with the major American copper 
companies operating in Chile about a 
plan under which they will invest some 
$400 millions in the industry with the 
object of doubling output. This will be 
in return for concessions extending their 
existing privileges in the country for 
twenty years. 


CONGO 


Central Bank Agreement—Talks in 
Brussels and Geneva on the future of 
the Belgian-controlled Congo central 
bank resulted in agreements that will 
replace it by three central banks—one 
to serve the areas controlled by the 
central government, another to serve the 
breakaway province of Katanga, and a 
third to operate in the Belgian trust 
territory of Ruanda-Urundi. The cen- 
tral government’s institution will take 
over 80 per cent of the assets of the 
existing bank. 


FINLAND 


Way Clear to EFTA ?—A communique 
issued after talks in Helsinki between 
President Kekkonen and Mr Khrush- 
chev, the Russian Premier, explained 
that the Soviet Union ‘‘ understands 
Finland’s desire to remain competitive 
in western markets”? and that it is 
willing to negotiate further measures to 
develop Soviet-Finnish trade if Finland 
wishes to become associated with the 
European Free Trade Association. 


FRANCE 


Stabilization “ Firmly Based ” — A 
report on economic conditions in France 
prepared by the OEEC concludes that 
the sucess of the stabilization policy is 
now “firmly based’’. It makes three 
criticisms of the country’s economic 
policy, however. First, that there is too 


much official intervention to stimulate 
investment in the form of loans, guaran- 
tees, bonuses and interest rebates; it 
argues that fiscal and monetary methods 
should also be used. Secondly, that 
private consumption is not being suffi- 
ciently encouraged. ‘Thirdly, that there 
is a tendency to be too sparing in pro- 
viding Government aid to agriculture 
and in supporting farm prices in a 
period of transition. 


Lower Tax Hopes—Budget proposals 
for 1961 outlined by the Finance 
Minister, M. Baumgartner, at the be- 
ginning of September provide for a 
deficit of NF 6,900 millions, the same 
as for the current year. He indicated 
that, thanks to the buoyancy of revenue, 
there should be scope for net relief to 
taxpayers of the order of 400 millions 
new francs next year. 


GERMANY 


Dollar Switch Incentive—lIn an at- 
tempt to discourage further the inflow 
of foreign funds, the Bundesbank to- 
wards the end of August offered to pay 
a premium of 1 per cent on the con- 
version of D-marks into dollars in respect 
of certain forward transactions. This 
move was linked with an offer of facilities 
for German investors with foreign cur- 
rency commitments to buy dollars from 
the Bank with the rate of reconversion 
into marks guaranteed for up to six 
months. ‘The purpose apparently is to 
encourage German banks to lend abroad 
and to reduce the incentive for German 
firms to circumvent the credit squeeze 
at home by borrowing abroad. 


Over the Peak ?—A report issued by 
the Institute for Economic Surveys at 
the end of August asserted that the 
expansion of total demand was tending 
to slow down, indicating that the high 
mark of the country’s boom had been 
passed. 


Record Budget—The Finance Minister, 
Herr Franz Etzel, presented a record 
budget for 1961 to the Bundesrat (the 
upper house) at the end of last month. 
The increased expenditure is to a large 
extent due to defence spending, and also 
to the general political exigencies of 
election year. Of the total, DM 2,100 
millions is extraordinary expenditure 
that will be financed by borrowing un- 
less the tax revenue, expected to be 
DM 38,700 millions assuming a 6 per 
cent increase in the national income, 
exceeds the estimates. Altogether, 
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revenue is expected to be about DM 
2,300 millions more than in the current 
financial year, while expenditure will 
probably be up by DM 2,900 millions. 


UDT Interest in German Bank— 
United Dominions Trust Ltd. have 
purchased £100,000 worth of shares in 
Kundenkreditbank—the largest _hire- 
purchase finance house in Germany. 
Both are members of the Amstel Club. 


GHANA 


Volta Aid—An agreement has been 
concluded whereby America, Britain and 
the World Bank will jointly lend Ghana 
£30 millions to finance the hydro- 
electric part of the Volta Dam scheme. 
America’s share is £10.7 millions, the 
World Bank’s £14.3 millions and 
Britain’s £5 millions. The agreement is, 
however, conditional on another agree- 
ment being concluded—between Ghana 
and the international consortium of 
aluminium producers that is_ looking 
after the part of the project concerned 
with the exploitation of aluminium de- 
posits in the region. 


Rouble Loan—A Ghana mission which 
visited Moscow in August is said to 


have signed an agreement providing for 
Soviet economic and technical co-opera- 
tion in Ghana’s development and a 
strengthening of trade links between the 
two countries. There is provision for a 
long-term loan from the Soviet of 160 
million roubles. 


“ Quit Sterling Area ”—The Deputy 
Governor of the central bank, Mr 
Amoako Atta, has suggested that Ghana 
should leave the sterling area in order to 
co-operate with Guinea in the formation 
of a central bank that would maintain a 
single reserve for the two countries. 


GREECE 


Foreign Bond Hopes—Talks in New 
York with American representatives of 
holders of foreign bonds in default are 
said to have failed to reach a satisfactory 
outcome because of differences on basic 
points. But Mr Gazis, the Greek nego- 
tiator, has since explained that the gap 
between the two sides had been con- 
siderably narrowed and that agreement 
had been reached on some major points. 
This, together with the fact that the 
Greek Stock Exchange has issued a 
statement urging the Government to 
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proceed to a settlement of the pre-war 
bonded debt, has strengthened hopes 
that the remaining difficulties can be 
overcome. 


INDIA 


Financing the New Plan — The 
Finance Minister, Mr Desai, told Parlia- 
ment at the end of August that the 
Government was hopeful of raising both 
the domestic and foreign resources 
needed for the third five-year plan, 
starting in 1961. Another year would, 
however, have to pass before India knew 
how much she could expect from other 
countries. If such aid fell short of the 
target, the plan would be scaled down. 
A World Bank mission that visited India 
in August has reported that the country 
has demonstrated her capacity to make 
good use of foreign aid and that con- 
tinuance of aid on a generous scale 
during the period of the third plan can 
be justified on economic grounds. It 
added, however, that it is important that 
future aid should not be in a form that 
increases the already heavy burden of 
debt repayment. 


Reserves Drain Resumed — The 
authorities are said to be concerned 
about the resumption of the fall in 
foreign exchange reserves: official hold- 
ings, excluding gold, dropped by a third 
over the first eight months of 1960, to 
below Rs 1,500 millions. The drain has 
been attributed to the big rise in imports. 


Kerala Bank Failure—FEarly in August, 
following the granting of an application 
by the Reserve Bank to the High Court 
of Kerala, the Palai Central Bank was 
put into liquidation. Its failure followed 
a general lack of confidence and a run 
on the bank. It is the largest bank in 
Kerala with a hundred branches in 
various states, including a number in 
Delhi. Advances, on July 29, totalled 
Rs 5.6 crores ({£4.2 millions), while 
liquid assets, at the time of liquidation, 
amounted to only Rs4 crores (£3 
millions), of which Rs 1.38 crores (just 
over £1 million) was in cash and balances 
with other banks and Rs1.7 crores 
(£1,275,000) in government securities. 
However, between the publication of the 
latest balance sheet and the winding up 
of the bank Rs 150 lakhs (£1.1 millions) 
of deposits were withdrawn. Mr Desai, 
the Minister of Finance, said that the 
Palai Bank was inspected by representa- 
tives of the Reserve Bank four times in 
the last ten years, but continual efforts 
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to make the management rectify defects 
and function more efficiently had been 
ignored. Many of the bank’s advances 
are believed to have been made on 
landed property owing to the high value 
of land, and a rapid recovery of these 
debts, as urged by the Reserve Bank, 
was impossible. 


Indus Waters Treaty—After twelve 
years of controversy between India and 
Pakistan and nine years of mediation 
by the World Bank, an agreement was 
finally signed last month on the division 
of the waters of the Indus river system. 
The waters of the three eastern rivers— 
the Ravi, Beas and Sutlej—will be allo- 
cated to India, and those of the three 
western rivers—the Indus, Jhelum and 
Chenab—to Pakistan. At the same time 
the Indus Basin Development Fund was 
set up to finance the plan, costing more 
than $1,000 millions (£357 millions), for 
the development of the area of 100 
million acres. A development fund of 
$900 millions is to be established—a 
number of countries will give grants in 
foreign exchange: United States $177 
millions, India $174 millions, United 
Kingdom $58 millions, West Germany 
$30 millions (the first time she has pro- 
vided foreign aid on a grant, as opposed 
to a loan basis), Canada $23 millions, 
Australia $15.6 millions, New Zealand 
$2.8 millions, and Pakistan $1.2 millions. 
The United States is also offering a loan 
of $70 millions repayable in rupees and 
the World Bank a loan of $90 millions 
which will carry interest at a sliding 
scale depending on the rate at which the 
Bank is lending elsewhere at the time 
when each part of the loan is drawn— 
at present the rate is 54 per cent. In 
addition, the United States is making a 
further $235 millions available in rupees 
to Pakistan in the form of grants or loans 
or both, and Pakistan will contribute 
the equivalent of $27.6 millions in rupees. 


INDONESIA 


Exchange Rate Adjusted—There was a 
general reorganization of import and 
export regulations towards the end of 
August: a week later the Bank of Indo- 
nesia fixed a new exchange rate of 562 
rupiahs to the £ for goods that, though 
needed in the country, are not regarded 
as essential to its development. 


ISRAEL 


First World Bank Loan—The World 
Bank has approved its first loan to 
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Israel, equivalent to $27.5 millions, to 
help finance a new sheltered deep-water 
port on the Mediterranean at Ashdod. 
The total cost is estimated at the equiva- 
lent of $54.7 millions, the Bank’s loan 
will more than cover the foreign ex- 
change requirements and the remainder 
will be met by the Israeli Government. 


JAPAN 


Bank Rate Cut—The Bank rate was 
reduced towards the end of August from 
7.3 to 6.9 per cent—reversing the in- 
crease that took place in December of 
1959. It was explained that the authori- 
ties had come to the conclusion that 
expansion could be continued without 
creating the danger of a new balance of 
payments crisis in the early future. 


Surplus Runs Off—Recent official cal- 
culations indicate that the surplus shown 
in current payments in 1959 and early 
this year has now run off. But, because 
the tightness of money within Japan is 
encouraging business concerns to ar- 
range more of their trade financing 
abroad, this has been masked so far by 
substantial borrowing on capital account. 
In consequence, reserves have continued 
to advance and have passed US $1,500 
millions. Japanese banks have been 
taking advantage of the abundance of 
Euro-dollars in the international capital 
markets to increase materially borrowings 
abroad. Part of the money so acquired 
has been converted into the new “ free 
yen ”’ deposits introduced at the begin- 
ning of July. 

$52m from Ex-Im—The US Export- 
Import Bank has granted two loans 
worth $52 millions in all to finance 
purchases of American raw cotton and 
the expansion of the Japanese motor car 
industry. 

Benelux Trade Pact—A new trade 
treaty concluded with the Benelux coun- 
tries binds both parties to extend most- 
favoured nation treatment to one another 
and observe the principle of non-dis- 
crimination in imports. 


Car Exports Soon ?—The Combined 
Policy Research Association, an influ- 
ential advisory body, recently reported 
that Japan should place more emphasis 
on motor vehicle exports in future. In 
1959 Japanese production amounted to 
only 80,000 cars, but it is increasing 
rapidly and by 1970 will probably be in 
the region of 1.2 million units—500,000 
of which, worth about $350 millions, 
would be available for export. Car pro- 


duction in July this year was double 
that of the same month last year; the 
new factories in Hiroshima, Nagoya and 
Yokohama are reported to be the most 
highly automated in the world and could 
double or treble production without 
employing additional workers. 


LATIN AMERICA 


Aid Talks—There has been a meeting 
of Economic Ministers of Latin American 
states to discuss, among other things, 
the proposed American aid plan. Con- 
gress has authorized expenditure of $600 
millions on the plan. 


MALAYA 


Removal of Tin Quotas Welcomed— 
The decision of the International Tin 
Council to lift export restrictions in the 
last quarter of 1960 has been warmly 
welcomed. Adherence to the Council’s 
restriction scheme has created many 
problems for Malaya. In particular, the 
cutting of production to 60 per cent of 
pre-control levels at the end of 1958 
caused the closing down of many mines 
and extensive unemployment. 


NEW ZEALAND 


Mopping Up Liquidity—A new tighten- 
ing of the reserve ratio requirements of 
the trading banks to 38 per cent of 
deposits in August has raised to £112 
millions the amount they must keep in 
liquid form, the highest ever. But it has 
been explained that the new move will 
not entail a change in official monetary 
policy; it is intended to mop up the 
increase in the banks’ liquidity that has 
resulted from deficit financing. 


Tariff Changes—An overhaul of the 
customs tariff will benefit local industries, 
especially those producing goods that 
would otherwise have to be imported. 


Sterling Loan to be Repaid — The 
Minister of Finance has explained that 
a £6 millions sterling loan falling due 
for redemption in October will not be 
renewed owing to the high cost of bor- 
rowing in London. He also said that 
he had arranged a two-year extension of 
the £10 million stand-by credit obtained 
from the Midland Bank in 1958. 


PANAMA 


World Bank Loan for Roads—The 
World Bank has granted a loan of $7.2 
millions to Panama for road construction 
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and improvement. 


SAUDI ARABIA 


Oil Revenue Loss Assessed—The 
Saudi Director of Petroleum Affairs, 
Sheikh Abdullah Tariki, has pointed out 
that the annual loss of foreign exchange 
income to the country arising from the 
cuts in posted prices will be between 
$25 millions and $30 millions. He 
criticized the western oil companies for 
taking this step without consulting the 
producing countries concerned. 


SOUTH AFRICA 


Emergency Ended—The five-months’ 
old state of emergency was terminated 
at the end of August. 


SWEDEN 


Socialist Government Re-elected— 
The Social Democratic Party gained an 
overall majority in last month’s election 
. to the Lower House—having headed the 
Government since 1932. They gained 
five seats and the Communists one; the 


Much of the money 
is being spent on feeder roads to assist 
the development of agricultural areas. 


three non-Socialist parties lost five seats. 


SWITZERLAND 


Inflow Stemmed ?—The recent returns 
of the Swiss central bank suggest that 
the steps taken by the authorities early 
in August to stem the inflow of hot 


money have produced quick results. 


The increase in the bank’s gold and 


foreign currency holdings has met with 
a check. 


World Bank Loan Floated — The 
World Bank raised another loan on the 
Swiss market last month, this time of 
SwFrs 60 millions (about £5 millions). 
It was the ninth loan floated by the Bank 
in Switzerland and brings the amount 
borrowed there to SwFrs 690 millions. 


TURKEY 


Single Rate for the Lira—The foreign 
exchange structure has been tidied up 
by establishing a single rate of 9 liras 
to the dollar for all transactions. Previ- 
ously a good deal of business went 
through at the basic rate of 2.8 liras 
plus premiums that varied according to 
the category of goods involved. 





APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Mr A. Garton, an assistant 
general manager, has retired after 43 years’ 
service. He has been succeeded by Mr 
D. E. Wilde. Birmingham Dist, Local Head 
Office: Mr C. S. Loweth, from Birmingham 
dist, to be a local director; Mr J. G. Millen, 
from Luton dist, to be a local director; Mr 
K. W. Bridgwater, from Birmingham dist, 
to be district manager. Head Office, Inspec- 
tion Dept: Mr J. A. J. Cheffins to be district 
inspector, Shrewsbury inspection dist., on 
retirement of Mr F. J. L. A. Watkin. 
London—Harringay: Mr E. W. Le Sueur, 
from Tufnell Park, to be manager on retire- 
ment of Mr L. S. Bonas; Mincing Lane: Mr 
R. E. Thornton, from Lombard St, to be 
manager on retirement of Mr T. Crosbie; 

451 Oxford St: Mr W. T. Humphrey, from 
Mount St, to be manager; Pall Mail: Mr 
C. P. Burnett, from 451 Oxford St, to be 
manager on retirement of Mr C. F. Eve- 
leigh; Tufnell Park: Mr L. O. V. Moore, 
from Enfield, to be manager. Beccles: Mr 
R. J. Parrott, from St Stephen’s, Norwich, 

to be manager on retirement of Mr B. S. 

George. Birmingham—New Town Row: 

Mr A. R. G. Dodd, from Walsall, to be 
manager; Northfield: Mr T. G. Cumber- 


land, from New Town Row, to be manager. 
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Burslem: Mr F. E. Cooper, from Kidsgrove, 
to be manager on retirement of Mr F. W. 
Turner. Easingwold: Mr R. S. Smith, from 
Scunthorpe, to be manager on retirement of 
Mr W. H. Farmer. Kidsgrove: Mr G. A. 
Barker, from Horse Fair, Birmingham, to 
be manager. Retford: Mr D. Tanner to be 
manager on retirement of Mr J. Randall. 
Clydesdale & North of Scotland Bank— 
Ayr, 211 High St: Mr D. Riddell, from 
Piccadilly Circus, London, to be joint 
manager. Tillicoultry: Mr J. G. McIntosh, 
from ‘T'ayport, to be manager on retirement 
of Mr J. Robertson. 

District Bank—Eccles (Lancs): Mr B. E. 
Hodson, from Patricroft, to be manager. 
Patricroft: Mr C. N. Wood to be manager. 
Salisbury: Mr H. Gregson to be manager. 
Stockport, Market Place: Mr W. M. Roberts, 
from Salford, to be manager. 

Lloyds Bank—Head Office—Chief Account- 
ant’s Dept: Mr A. E. Finch to be an 
accountant; Chief Jnspector’s Dept: Mr 1. G. 
McDougal, from Wellington, Somerset, and 
Mr K. R. Sinclair, from Norwich, to be 
inspectors; Income Tax Dept: Mr D. E. 
Stephens, from Cheltenham, to be a 
managers’ assistant on retirement of Mr 
J. F. Fawcitt. Overseas Dept: Mr E. L. N. 
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Daniels to be manager. London, Charing 
Cross: Mr R. A. D. Barnard, from Head 
Office, to be manager. Beaminster, Dorset: 
Mr N. B. Clegg, from Sherborne, to be 
manager on retirement of Mr P. J. Hunni- 
sett. Birmingham—RHall Green: Mr H. H. C. 
Bickerton, from Old Hill, to be manager on 
retirement of Mr W. A. C. Moore; Spark- 
brook: Mr J. H. Robinson, from Wolver- 
hampton, to be manager on retirement of 
Mr J. S. Dobbs. Bradford-on-Avon: Mr 
R. S. Foggon, from Calne, to be manager. 
Coulsdon: Mr C. J. Letroye, from New 
Malden, Surrey, to be manager in succession 
to the late Mr L. G. Poston. Coventry, 
Radford: Mr R. H. Ruddick to be manager. 
Darwen: Mr P. R. Rowntree, from War- 
rington, to be manager on retirement of 
r H. R. Bunting. Derby, The Spot: Mr 
K. G. Price to be manager. Hoddesdon: Mr 
S. T. Hutchings to be manager. Lyndhurst: 
Mr G. N. Douglas, from Southampton, to 
be manager. 
Martins Bank—London, Tottenham Ct Rd: 
Mr W. F. Ardley, from London Dist Office, 
to be manager. Blundellsands: Mr E. 
Armistead, from Nantwich, to be manager. 
Liverpool, Old Swan: Mr W. C. Frost, from 


Blundellsands, to be manager. Nantwich: 
Mr A. Pigdon to be manager. 
Midland Bank—Head Office: Mr J. B. 


Newland to be a general manager’s assistant; 
Mr F. J. Jordan, from Norwich, and Mr 
W. D. Morgan, from Castle Sq, Swansea, 
to be superintendents of branches. London 
—Baker St: Mr D. E. M. Kidd to be 
assistant manager; Cambridge Circus: Mr 
P. G. Stubbs, from Enfield Highway, to be 
manager on retirement of Mr S. W. P. 
Boswell; Leicester Sq: Mr L. Carpenter, 
from 133 Regent St, to be manager on retire- 
ment of Mr J. Henderson; 133 Regent St: 
Mr K. Wilkinson to be assistant manager in 
succession to Mr L. Carpenter; Stamford 
Hill: Mr J. E. S. Hoddell to be manager in 
succession to Mr R. H. Bigg; Wood Green: 
Mr K. A. Linscott to be manager on retire- 
ment of Mr L. J. Sly. Aldridge: Mr A. G. 
Lloyd to be manager. Alford (Lincs): Mr 
S. Boot, from Fakenham, to be manager in 
succession to Mr A. Holmes. Dursley: Mr 
F. F. Hopper to be manager on retirement 
of Mr W. G. Smyth. Eccles: Mr J. A. Todd 
to be manager on retirement of Mr J. G. 
Topham. Enfield Highway: Mr R. H. Bigg, 
from Stamford Hill, London, to be manager 
in succession to Mr P. G. Stubbs. Gains- 
borough: Mr J. A. Day, from Horncastle, to 
be manager on retirement of Mr J. W. 
Bakewell. Horncastle: Mr F. Holmes, from 
Alford, to be manager in succession to Mr 
J. A. Day. Kirkham: Mr A. H. Nutter, 
from Fishergate, Preston, to be manager in 
succession to Mr D. J. Fisher. 

National Commercial Bank of Scotland 
—Dunoon: Mr A. R. Snowball, from Dun- 
fermline, to be manager in succession to 
Mr W. Hamil. 

National Provincial Bank— Advance Dept: 
Mr D. Carlisle to be a joint chief controller. 
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London—Church End, Finchley: Mr W. D. 
Mackay, from Registrar’s Dept, to be 
manager on retirement of Mr W. Robinson; 
Fitzroy Sq: Mr R. B. Catterall, from Fen- 
church St, to be manager on retirement of 
Mr C. S. Way; Swinton House: Mr S. V 
Hobbs, from Holloway, to be manager on 
retirement of Mr C. H. Jago. Abersoch: 
Mr R. O. Jones to be manager. Bath, 
Wellsway: Mr N. L. Davis, from Torquay, 
to be manager. Bexley: Mr J. T. Gillies, 
from County Hall, to be manager on retire- 
ment of Mr R. G. K. Baker. Bristol, Queen’s 
Rd: Mr D. P. Davies, from Haverfordwest, 
to be manager in succession to the late Mr 
F. A. Hallam. Bude: Mr K. P. Lyon, from 
Birkdale, Southport, to be manager on 
retirement of Mr L. A. Rule. Burnley: 
Mr W. R. J. Straker, from Aintree, Liver- 
pool, to be manager on retirement of Mr 
A. E. Neale. Burton-on-Trent: Mr L. S. 
Haigh to be manager on retirement of Mr 
A. C. Wood. Cardiff, Whitchurch Rd: Mr 
W. H. Evans, from Eckington, to be 
manager on retirement of Mr H. A. Davies. 
Carmarthen: Mr G. J. Gregory, from 
Walsall, to be manager on retirement of 
Mr D. I. Evans. Deganwy: Mr J. M. 
Jones, from Holywell, to be manager. 
Gravesend: Mr 'T. J. Cockhill, from Strat- 
ford, to be manager on retirement of Mr 
E. A. Hall. Haverfordwest: Mr D. Jones, 
from St Clears, to be manager. Heckmond- 
wike: Mr B. L. Bates, from Kettering, to be 
manager. Hull, Anlaby Rd: Mr K. Cook, 
from Loughborough, to be manager in suc- 
cession to the late Mr T. Nolan. Liverpool, 
London Rd: Mr J. B. Millachip, from 
Victoria St, to be manager on retirement of 
Mr J. L. Cooper. Lowestoft, Kirkley: Mr 
B. Bocking to be manager on retirement of 
Mr H. Roberts. Scunthorpe: Mr J. L. 
Kinsley, from Hull, to be manager on retire- 
ment of Mr C. P. Hulme. Sevenoaks: Mr 
R. R. Bowler, from Wellsway, Bath, to be 
manager on retirement of Mr L. S. Johns. 
Walsall: Mr R. Oxley, from Heckmondwike, 
to be manager. West Bromwich: Mr I. E. 
Jones, from Middlesbrough, to be manager 
on retirement of Mr G. A. H. Williams. 
Westbury-on-Trym: Mr J. C. Freeman, from 
Head Office, to be manager on retirement 
of Mr W. F. Jones. 

Netherlands Bank of South Africa—Mr 
D. G. N. Rogers to be sole manager in 
London upon transfer of Mr H. J. M. 
Zeegers to Rotterdam. 

Westminster Bank—Westminster Foreign 
Bank Ltd: Mr K. G. W. Bartell to be 
manager at Paris Office. Trustee Dept: Mr 
L. T. Cox, from Grosvenor Gardens 
Trustee branch, to be manager at Becken- 
ham Trustee branch. London—Finsbury 
Park: Mr H. G. Pain, from Aldersgate St, 
to be manager; Hackney: Mr W. J. Falkner, 
from Finsbury Park, to be manager on retire- 
ment of Mr C. A. Cole. Ashstead: Mr 
H. F. Stacey, from Ashstead, to be manager 
on retirement of Mr A. H. Clements. 
Basildon: Mr W. H. Davis to be manager. 





Averages 

of Months: 
1921 a 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 


1959: Aug .. 
Sept .. 
Oct .. 
Nov .. 
Dec 16 
Dec 31 


1960: Jan .. 
Feb .. 
Mar .. 
April .. 
May .. 
June 15 
July .. 
Aug .. 


* Ten clearing banks for 1921-35, thereafter eleven. 
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BANKING STATISTICS 





Banking Trends since World War I* 


Net 


Deposits 


{mn 

1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 
6,617 


6,637 
6,723 
6,869 
6,860 
7,043 
7,165 


7,041 
6,803 
6,683 
6,766 
6,746 
6,794 
6,900 
6,876 


Liquid Assets 
{mn Zo 
680 38 
658 37 
581 35 
545 33 
539 32 
532 32 
553 32 
584 33 
568 32 
596 33 
560 32 
611 34 
668 34 
576 31 
623 31 
692 32 
713 32 
683 30 
672 30 
648 29 
785 31 
676 23 
712 22 
723 20 
788 19 
886 19 
1,280 25 
1,646 29 
1,703 29 
1,920 32 
2,345 39 
2,308 38 
2,097 34 
2,201 35 
2,190 34 
2,098 33 
2,218 35 
2,256 35 
2,256 34 
2,277 33 
2,280 32.9 
2,340 33.2 
2,477 34.4 
2,419 33.6 
2,543 34.2 
2,628 34.3 
2,541 34.4 
2,296 32.1 
2,218 31.5 
2,262 31.4 
2,244 31.6 
2,253 31.5 
2,259 31.2 
2,266 31.4 


TDRs 
{mn 


PITT TE rirted 


Eeseesea 


73 
495 
642 

1,002 
1,387 
1,811 


1,492 
1,308 
1,284 
983 
430 
247 


Special 
Deposits 


5.8 
69.8 
105.3 
142.6 


Investments 
£mn Yo 
325 18 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
1,835 26 
1,802 26.0 
1,790 25.4 
1,729 24.0 
1,729 24.0 
1,720 23.1 
1,710 22.3 
1,698 22.9 
1,618 22.7 
1,501 an.2 
1,439 20.0 
1,045 20.0 
1,376 19.2 
1,340 18.5 
1,317 18.2 


Advances 
{mn 7 
46 
750 40 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
2,007 30 
2,617 38 
2,697 39 
2,737 38 
2,803 38 
2,849 39 
2,917 39 
2,961 38 
2,946 ° 39 
3,030 42 
3,112 44 
3,207 44 
3,237 45 
3,239 45 
3,339 46 
3,292 45 


+ Ratios to gross deposits. 
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Trend of “Risk ’’ Assets 
(£ million) 
































Aug 17, 1960 c Change in ~ 
% Of Year to Monthly Periods 
Gross August, 1960— 
Deposits 1960 May June July Aug 
Investments: 
Barclays es »» Bone Be — 102.6 - 0.1 + 1.0 - 7.3 - 8.4 
Lloyds és .. 254.4 19.6 —- 76.8 - 0.3 - 3.9 - 9.4 —- 1.1 
Midland bs 294.6 19.0 —- 150.3 -14.8 -14.7 - 9.9 —- 7.1 
National Provincial . 141.4 16.3 — 42.4 - 98 - 4.8 - 9.8 = 
Westminster . _« pee 27.4 — 51.4 a+ - 0.9 - 0.1 - 3.4 
District ~ an tee —- 20.9 - 5.4 —- 2.1 — —- 2.0 
Martins 50.5 14.9 —- 19.2 ~- - 3.0 -— 
Eleven Clearing Banks |, 317.2 18.2 — 484.5 —-34.0 -28.8 -35.8 -—23.2 
Advances: 
Barclays a - b6ae.3 @&.6 +122.5 +10.3 + 0.8 +24.6 -20.7 
Lloyds se -- 9938.5 4.5 +101 .6 + 3.3 + 2.3 +16.4 - 2.9 
Midland i 707.9 45.7 +171.5 +15.3 + 8.7 +20.2 + 1.5 
National Provincial .. 405.7 46.7 + 75.9 - 4.5 - 5.6 +15.8 —- 7.1 
Westminster . .. 435.4 45.4 + 81.0 - 3.1 + 2.2 +12.0 - 3.5 
District Ba .. 114.4 45.4 + 20.3 + 4.6 - 0.1 + 3.3 - 4.2 
Martins 160.8 47.6 + 19.8 +40 - 62 + 5.7 —- 2.6 
Eleven Clearing Banks 3, 291.6 45.6 +594.2 +30.0 + 2.0 +100.5 -47.4 
Trend of Bank Liquidity* 
1958 1959 1960 
Dec Dec 
Mar 31 Mar July Aug 31 Mar May ts July Aug 
Yo Yo Yo 7o Zo Yo Zo Zo Yo Zo 
Barclays .. 2.2 0.4 B.1 2.8 BS 3. 2a. | eet 31° ‘2 30.2 31.3 
Lloyds ..§ SH. M7 B.S wt HF RF ae ae ee ee eee 
Midland .. 33.9 35.3 BD.4 32.6 SH.5 6.2 DW. B.f B35 B.A Baa 


National Prov 34.0 36.0 31.1 33.8 35.8 37.0 30.0 31.5 31.7 31.7 32.5 
Westminster... 35.4 33.2 32.8 32.8 34.0 33.4 33.4 33.1 32.6 31.8 31.9 


District .. 29.8 8 SS BF Bs Se 2 ee ae. Bee eee 
Martins « 2.9 @.2 8.3 HM. we M.S BS FS Se ae 6 ae 
All Clearing 

Banks .. 33.9 34.6 31.0 32.7 32.9 34.3 31.5 31.6 31.5 31.2 31.4 


* Cash, call money and bills shown as percentage of gross deposits. ~ Mid-month make-up. 





Money and Bill Rates 


Mondays: Sept 21, July 18, Aug 22, Aug 29, Sept 5, Sept12, Sept 19, 
1959 1960 1960 1960 1960 1960 1960 
per cent 
Bank rate .. ws o. 6} 6 6 6 6 6 
Treasury bills: 
Average allotment rate* 34 54 58 58 52 54 54 
Market’s dealing rate, 

3 months ; 2 5 53 53 53 Sx 5% 
Bankers’ deposit Ree 5 ie 4 4 + + 4 4 
Short money: 

Clearing banks’ minimum 2% 43 4% 43 +3 43 43 
Floating money .. .. 343% 46-54 4285} 53-53 5}52 5}-53 A" —53 
US Treasury Bill . .. 008 2.000 2.38 2.500 2.5m 2008 2a 


° ee F ten. + Lowered from 44% on 20.11.58. { Raised to 5% on 21.1.60, and 
6% on 23.6.60. 
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THE EXCHEQUER FINANCES 


I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1960, to corresponding 

estimates loss* on Sept 17, period of 

1960-61 1959-60 1960 1959-60 

Total Inland Revenue a i 3,273 +263 932.2 — 20.3 

Customs and Excise .. Sa ay 2,409 +127 1,120.8 + 52.0 

Other revenue ‘ ie ns 298 —- 40 121.3 + 2.9 

Total ordinary revenue 5,980 +350 2,174.4 + 34.6 

Debt interest (including sinking fund) 680 —- 26 342.4 — 34.6 

Other consolidated fund ba ; 89 - 1 40.5 - 2.8 

Supply expenditure .. - 4,907 — 405 2,104.8 — 162.0 

Total ordinary expenditure = 5,676 — 432 2,487.7 —- 199.4 

Above line surplus or deficit... +304 —- $82 — 313.4 — 164.9 

Net deficit below line oF va - 622 + 78 —211.4 + 94.0 
of which 

local loans (net lending shown 

minus) . mf + 56 + ] + 27.5 + 1.0 

loans to state industries, —_ .. — 465 +109 — 176.4 + 79.8 

Total deficit . ya oi ea — 318 - 4 — 524.8 —- 70.9 


* Plus batieanes increase in receipts or surplus, fall in expenditure or deficit, Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 





II—National Savings 


(£mn: Receipts into Exchequer reported during period) 


Savings Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) (net) (net) Maturity vested* 
1953-54 .. +19.0 + 0.3 — 79.3 = - 60.0 88.6 -38.4 6,008.7 
1954-55 .. +46.0 +51.1 - 35.4 -— + 61.7 88.8 —-28.8 6,126.2 
1955-56 .. +19.7 +21.5 — 80.4 — - 39.2 82.7 -50.8 6,123.6 
1956-57 .. +72.0 + 3.2 - 20.6 +65.0 +119.5 35.5 —-38.9 6,240.0 
1957-58 .. -—21.3 -—22.2 -62.4 +80.2 ~ 15.6 45.9 -17.7 6,272.0 
1958-59 ..+131.9 4117.9 -~55.2 +66.5 +270.4 54.4 -10.0 6,582.0 
1959-60 .. +66.9 +145.4 +52.7 4x+41.1 +306.0 83.5 - 1.7 6,969.0 
1959-60 
April-July +33.9 +51.3 t+ 1.7 +18.0 +105.0 21.5 - 0.8 6,708.0 
August .. + 4.5 +10.9 ~ 6.6 + 4.5 + 13.3 8.0 — 0.1 6,728.0 
1960-61 . 
April-July +27.9 +39.2 -12.5 +14.1 + 68.7 29.2 - 0.4 7,065.0 
August .. + 4.4 + 7.6 - 7.5 + 8.3 + 12.8 7.2 - 0.1 7,086.0 
* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


III—Floating Debt 
(£ million) 





Change in three 














Beginning of April* Sept months to 
17, Sept 17, Sept 19, 
1958 1959 1960 1960 1960 1959 
Ways and Means Advances: 
Bank of England :, — — — — — — 
Public Departments... 239.6 291 .6 215.3 215.9 - 33.3 —- 56.9 
Treasury Bills: 
Tender .. ia .. 3,120.0 2,950.0 3,460.0 | 3,530.0 + 70.0 +250.0 
Tap - a .. 1,499.4 1,986.3 1,845.7 1,968.1 + 3.6 -110.7 
4,859.0 5,227.9 5,521.0 | 5,714.0 + 40.3 + 82.4 











* First retu~n in each fiscal year (since split of Treasury bills cannot usually be calculated 


at March 31). 
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Sterling-Dollar Exchange Rates 























Sept 25, July 22, Aug 26, Sept2, Sept9, Sept 16, Sept 23, 
1959 1960 1960 1960 1960 1960 1960 
Official Market 
Spot .. . 2.80% 2.80% 2.814 2.814 2.817 2.813 2.814 
3 months #c dis 1%cpm licpm t1scpm t1lfcpm tijcpm 1c¢pm 
Security* 2.804 2.792 2.81 2.814 2. 81. fs 2.814 2.81} 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves . 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can and in of Balancest 
Quarters Aid Credits Reserves Period 
1946 - 908 —~ +1123 + 220 2696 194 
1947 — 1431 — +3513 - 618 2079 267 
1948 - 1710 682 + 737 — 223 1856 295 
1949 ~ 1532 1196 + 116 — 168 1688 236 
1950 + 805 762 + 45 +1612 3300 257 
1951 — 988 199 — 176 — 965 2335 508 
1952 — 736 428 - 181 — 489 1846 472 
1953 + 546 307 - 181 + 672 2518 491 
1954 + 480 152 — 388 + 244 2762 428 
1955 — 575 114 —- 181 — 642 2120 480 
1956 — 626 66 + 573 + 13 2133 679 
1957 — 419 26 + 533 + 140 2273 602 
1958 +1005 6 - 215 + 796 3069 654 
1959 + 449 —- - 782 — 333 2736 719 
1958: 
I + 496 1 _- + 497 2770 690 
II + 307 5 - 6 + 306 3076 734 
Il + 65 ~= - 21 + 44 3120 731 
IV + 137 —- - 188 - 51 3069 654 
1959: 
I + 173 --- - 103 + 70 3139 784 
Il + 206 —- - 173 + 33 3172 737 
III + 164 os - §2 + 112 3284 672 
IV —- 94 -= — 454 — 548 2736 735 
1960: 
I + 107 a - 62 + 45 2780 897 
April + 79 - —- 28 + 51 2831 
May + 42 -— - 14 + 28 2859 
June + 59 — - 25 + 34 2892 ¥ 
II + 180 — - 67 + 113 2892 ai 
July + 160 -— - 56 + 104 2996 
August + 146 = - 70 + 76 3072 
Main Special Items Detailed 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan 300 Canadian loans, etc 181 
1948 South African loan 325 1954 EPU funding payment . 99 
1956 Sale of Trinidad oil 177 IMF repayment . 108} 
IMF loan ; 561 1958 Service of N Amer loans 188 
1957 India’s IMF loan 200 1959 IMF repayment. .. 200 
Return of interest on US IMF subscription 162 
loan 104 Repayment of Ex-Im 255 
Export- Import Bank 250 Service of N Amer loans 184 
1960 IMF repayments 168 


* Gold and convertible currency from Dec, 1958. 
} Remainder of 1947-49 loan repaid in sterling. 
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+ Source: Federal Reserve Bulletin. 
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| CREDIT LYONNAIS 


(LIMITED LIABILITY COMPANY INCORPORATED IN FRANCE) 
| be 
AM, 


‘WORLDWIDE BANKING SERVICES 





























LONDON OFFICE:— 
40 LOMBARD STREET, 
LONDON, E.C.3. 








WEST END BRANCH:— 


25/2? CHARLES II STREET, 
 — HAYMARKET, 8.W.1. 
——$— (Private safes available at this office.) 
—=_ 
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1,650 Branches in France, North Africa, The French Community and Abroad 























SERVE INTERNATIONAL TRADE 


Nearly half a century of experience in providing commercial and 
financial information has built this bank into one of the largest | 
organizations in Colombia serving export and import trade. Our 49 it 
branches, located throughout the country, are completely equipped 
to meet your requirements for facts and for banking facilities. In- 
quities for specific information will be promptly answered. 


BANCO COMERCIAL ANTIOQUENO 
: a Head Office: : Medaliia, Colombia South America 











Cable address for all offices--BANCOQUIA 
Vicente Uribe Rendon, General Manager 


Juan Luss, Foreign Manager 
Copitel paid vp aad Capital Reserve ever Col.$76,000,000 
Total cssets over Col.$600,000,000 























meney 
begets 
meney.._ 


Idle money is wasted. Day and night your savings should be making 
more money for you. You need not risk it. The Burnley gives you a 
good rate of interest with perfect safety. The Burnley pays 34%, tax 
paid— equal to £5. 14. 3. per cent with tax at the standard rate. 


You get a good deal from the 
BURNLEY BUILDING SOCIETY 


Assets exceed £60,000,000. Reserves exceed £2,500,000. 
Deposits in the Society are Trustee Investments 


For full details please apply to: 12 Grimshaw Street, Burnley. 





BRITISH AND FRENCH BANK 


| LIMITED 
Capital = and Fully Paid £1,000,000 
al Reserve £200,000 
: pag prmaeteion 
IMRIE HOUSE, 33/36 KING WILLIAM STREET, E.C.4 
TELEPHONE : MANSION HOUSE 5678 
NIGERIA 


BRANCHES AT LAGOS (2), APAPA, EBUTE METTA, 
IBADAN, KADUNA, KANO, PORT HARCOURT 





Affiliate of 
BANQUE NATIONALE POUR LE COMMERCE ET L’INDUSTRIE, PARIS 


nye pntexaaeeacn amb ganas iyeoreermrn icons adbsyts ae 
FRANCS ie Overseas Territories of the FRENCH COMMUNITY and in 


COLOMBIA, URUGUAY MEXICO, PANAMA, LEBANON 
HONG KONG, CAMBODIA, SO and SWITZERLAND 
ee ee ee ee 
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